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Private Foreign Investment 
and Economic Development: 


Venezuela, Saudi Arabia 
And Puerto Rico 


By LEON A. MEARS* 


Many people have an idea that private investment in under- 
developed areas will automatically lead to economic develop- 
ment. A brief analysis of three actual experiences suggests 
that this may not be the case at all. The three examples are 
Venezuela, Saudi Arabia, and Puerto Rico. In each of these 
places, American investment has played a significant role. 
It is no news that since World War II the United States has 
replaced England as the largest source of foreign investment. 
It is less well known that U. S. capital plays a quite different 
role from British capital. British lending went mostly through 
the money markets where shares were offered to the public. 
The new U. S. investment is drawn mainly out of corporate 
reserves. British capital went largely to provide public utili- 
ties and basic services of a sort to stimulate enterprise in gen- 
eral, while American capital has concentrated on the develop- 
ment of specific natural resources.! Some of the implications 
of these differences in investment patterns will stand out in 
the three case studies chosen for analysis here. 

Aside from the U. S. portfolio investment that represented 
mainly special Canadian government and International Bank 
loans, 63 percent of the net outflow of private U. S. invest- 
ment in postwar years has gone into petroleum enterprises, 
financed largely without public offerings.* 

Venezuela and Saudi Arabia together account for about 72 
percent of the recent increase in direct U. S. petroleum and 
mining investments abroad. Of the total $1,696 million in- 
crease in these investments between 1943 and 1950, 33 percent 





* Mr. Mears is an assistant to Professor J. B. Condliffe at the Uni- 
versity of California, Berkeley, California. 
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was in Venezuela and 39 percent in the Persian Gulf area, 
mainly in Saudi Arabia.* 

How have these large petroleum investments affected eco- 
nomic development? The effects can be better judged in Vene- 
zuela, where petroleum development has a longer history, al- 
though even in Venezuela the statistical data are not what one 
would desire. 

Commercial oil production in Venezuela began in 1914. By 
1928, Venezuela was the world’s second largest petroleum pro- 
ducer. Except for short periods, it has maintained that posi- 
tion ever since. Saudi Arabia’s commercial production began 
in 1938, but the volume was not large until after the war. 

Theoretically, the inflow of large amounts of capital for 
wages and local purchases directly increases purchasing power 
and the capacity to save and invest. It therefore stimulates 
other avenues of development to the extent that people decide 
to use their enhanced incomes for productive capital forma- 
tion rather than for imported consumption goods.* The oil 
companies also contribute directly to further other develop- 


1 More than 90 percent of the British overseas investments in 1913 
were obtained through publicly issued securities, with over 75 percent 
concentrated in government, railway, and other public utilities. Royal 
Institute of International Affairs, The Problem of International Invest- 
ment (Oxford University Press, 1937), pp. 122 ff. From 1946 to 1951, 
the annual flow of private investment funds from the U. S. has averaged 
about $700 million in direct investment and $200 million in portfolio 
investment, plus reinvested earnings of about $500 million. In dollar 
value, this about equalled the earlier U. S. peak outflow of the 1920's 
and the British peak outflow in 1913. If dollar depreciation is taken 
into account, the recent U. S. direct investments have been smaller than 
the earlier peak outflows. U. S. Department of Commerce, Survey of 
Current Business, September 1952, p. 8; O.E.E.C., Report on Interna- 
tional Investment (Paris, 1950), p. 16; Feis, Herbert, Europe the World’s 
Banker, 1870-1914 (New Haven, Connecticut, 1930), p. 11. Usage of the 
term “direct foreign investment” has also changed since the nineteenth 
century. For definition of the term as now used by the U. S. Department 
of Commerce, see Survey of Current Business, December 1952, p. 19. 

-U. S. Department of Commerce, op. cit., September 1952, p. &. 

*U. S. Department of Commerce, op. cit., December 1952, p. 10. These 
figures are not broken down separately for petroleum, but as petroleum 
accounts for about 90 percent of this total, conclusions would be little 
changed if mining investments were extracted. 
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ment in so far as they use a portion of their profits for diversi- 
fied investment in the foreign country. Indirectly, the com- 
panies may facilitate further investment through education 
and the transfer of skills to their employees; * by the increased 
worker productivity that should accompany improved health; 
and by provision of roads, ports, and other utilities that can 
be shared by other enterprises.® 

What does the record show? The oil companies—mainly 
U. S., British, and Dutch—reinvested largely portions of their 
profits in Venezuela, but almost exclusively in oil activities. 
This reinvestment, together with wage and contract payments 
to individuals and large fiscal payments to the government, 
has improved the Venezuelan balance of payments and per- 
mitted the liquidation of her foreign debt. But the economic 
health of this one-sided oil economy, with petroleum products 
now comprising 97 percent of the exports, is more than ever 
subject to external fluctuations. Equipment has, of necessity, 
been mainly imported, but local contractors have been used 
increasingly for buildings and roads. Under some pressure, 
most companies have also attempted to employ Venezuelans 
wherever possible. 

The large capital inflow has been accompanied by marked 
changes in Venezuelan agriculture, commerce, and industry. 


+ Increased incomes could be absorbed by capital flight, hoarding, or 
inflation. This latter could also bring undesired distributional changes. 
Capital flight and hoarding may be important in Saudi Arabia but infla- 
tion has been relatively mild in both Saudi Arabia and Venezuela. See 
United Nations, Department of Economic Affairs, Public Finance Sur- 
veys, Venezuela (New York, January 1951), pp. 1-8. 

5 This training can bring a rapid rise of real income if increased 
worker productivity is rewarded by the oil company. 

6In the following analysis of Venezuela, considerable reliance has 
been placed on the following: Lieuwin, Edwin, “A History of Petroleum 
in Venezuela” (unpublished dissertation, University of California, 1952) ; 
U. S. Department of Commerce, Office of International Trade, “Invest- 
ment in Venezuela” (mimeographed, 1952); Ministerio de Fomento, 
Anuario Estastistico de Venezuela, 1947 (Caracas, 1949) ; United Nations, 
Economic Survey for Latin America, Recent Facts and Trends in the 
Economy of Venezuela (EKN.12/217/Add.N, 6 April, 1951, mimeo.) ; 
Creole Petroleum Corporation, Annual Reports; Standard Oil Company 
of New Jersey, The Lamp (December 1944, March 1947, January 1948) ; 
Banco Central de Venezuela, Memoria, 1949 and 1951 (Caracas). 
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But, at least up to 1949, there is little evidence of increased 
productive exploitation of Venezuela’s resources other than oil. 

It might have been expected that the agricultural sector of 
the economy would have benefited from the oil activity. The 
oil companies have drawn but few resources from agriculture. 
They have never employed more than 3 percent of the Vene- 
zuelan work force, for example. Consumer demand increased 
and government revenues could have been made available for 
agricultural credit. At the same time, land appeared plenti- 
ful; approximately one-third of the potentially arable land was 
not under cultivation. But agricultural output seems to have 
dropped steadily until the middle 1940’s, with the 1935 level 
of output regained only by 1948. 

The lack of spontaneous capital outlays by agricultural 
entrepreneurs seems to have resulted from both structural 
and institutional causes. The necessity for extensive meas- 
ures to eliminate disease, increase irrigation, and provide mar- 
keting and other facilities held back the use of new lands. 
Long misuse of the once-fertile lands minimized the possibility 
of increased output from cultivated plots without extensive 
application of capital and technology that was often beyond 
the range of private activity. The yields from existing farms 
also remained low, especially where large landholdings were 
cultivated by tenants. These tenant farmers, often sick and 
undernourished and generally employing primitive practices, 
were unable to increase output on their small plots. The large 
concentrated holdings gave social prestige and as the land was 
not taxed, there was little incentive to break up the planta- 
tions or to utilize a larger portion of the land. 

Agricultural workers, unable to increase their rewords from 
the land, were attracted to urban centers. Until after 1941, 
relatively few workers were absorbed directly in oil or indus- 
trial activities, but the increased purchasing power brought 
expanded opportunities for immediate gain in commercial 
activities. Comprehensive government action was apparently 
necessary to stimulate agricultural production. 

In the industrial spheres, construction activity expanded in 
the 1920’s along with oil development, but other productive 
enterprise was extremely slow in materializing. Major gains 
in industrial output did not appear until 1941; after that, rapid 
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increases in the index of industrial production continued up 
to 1948. But even in this period industrial production in- 
creased less than commercial, service, and government activity. 

Industrial expansion during the war years was stimulated 
by wartime import shortages. Existing domestic industries 
increased output by intensive labor application, modern capi- 
tal equipment not being added until after the war. But when 
foreign suppliers again had export surpluses in 1947 and 1948, 
domestic industry in Venezuela found itself unable to compete. 
Industry suffered from inefficient use of capital, high labor 
costs, poor accounting systems, and poor management.’ Fur- 
thermore, if three industries—beer, cement, and artificial 
silk—are excluded from the industrial production index, the 
remaining production is found to have been almost static from 
1945 to 1949. 

To summarize, the Venezuelan industrial structure in 1949 
was practically the same as prewar, with little progress to- 
wards diversification. Existing tidt try was stimulated by 
war shortages; but high wages, shortage of domestic raw 
materials, and inefficient operation prevented it from compet- 
ing when world markets were again functioning. In industry, 
as in agriculture, we see the necessity for coordinated govern- 
ment measures to attract private capital. Concerted action 
was needed to stimulate the domestic production of raw mate- 
rials that would free industry from high-cost imports, to re- 
duce the Venezuelan’s customary tendency to engage in com- 
merce rather than in industry, and to provide credits and 
financial advantages, so that private interests would advance 
rather than restrict economic development. 

Why were the indirect influences of oil activity so negligible 
in industry and agriculture generally? Efficient oil produc- 
tion required that the oil companies improve sanitation and 
health in their operating areas, and the rapid drop in the 
Venezuelan death rate is at least in part a reflection of this. 
On the other hand, the direct transfer of skills by the oil in- 
dustry has always been limited to a small sector of the popu- 
lation; and with 95 percent of the oil being refined outside the 


7 The high labor costs were a reflection of the high oil wages and 
the large demand for labor in commercial and service areas. 
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country until the 1940’s, and with most administrative posi- 
tions held by foreigners until after 1938, the level and extent 
of skill transfer was further restricted.* Port facilities have 
been specialized but still were undoubtedly beneficial to other 
activity. But company-built utilities were mainly for their 
own special needs and most of their roads were not opened to 
public use until 1938. Until a rather recent date, other indus- 
tries received few external economies from the activities of 
the large oil companies. 

Thus, in the absence of extended social responsibility on 
the part of the oil companies, and considering the structural 
and institutional obstacles to increased private investment in 
agriculture and industry, the transmission of the indirect bene- 
fits from oil activity to the economy have rested to a large 
extent in the hands of the government. 

The Venezuelan government’s problem was somewhat dif- 
ferent from that usually faced when a country attempts eco- 
nomic development. There was less immediate need to mobi- 
lize additional private savings from the non-petroleum sectors, 
but rather the problem was to distribute large government 
revenues in such a manner as to give maximum stimulation 
to domestic productive activity. It is important to emphasize 
that the government had large revenues from oil available to 
spend. These funds could have been used to stimulate other 


® This does not imply that the transfer of skills was not important 
relatively, but only that on an absolute basis the numbers affected were 
small. It was also the case that many of the oil skills were of only 
nominal use outside the petroleum industry, because of the much lower 
levels of technological endeavor elsewhere. Effects of this transfer may 
be felt more in the long run. It is important to note that early educa- 
tional activities by oil companies were oriented mainly to specific voca- 
tional and elementary training, to meet operational needs. Since 1929, 
Creole Petroleum Corporation provided some elementary education for 
employees’ families, even though this was not required by the National 
Labor Law until 1935. For years it also provided scholarships for 
advanced training of supervisors and technical personnel. Since the 
war the activities of the oil companies have evidenced an increasing 
inclination to go beyond immediate legal responsibilities. For a detailed 
account of the educational activities of Creole Petroleum Corporation, 
see Standard Oil Company (N. J.), The Lamp, March 1947, pp. 13 ff., 
and June 1948, pp. 2-7. 
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development in many ways—by creating income through wage 
payments, by using them for public works, “social overhead”, 
or productive enterprise to facilitate expansion of private 
enterprise, or by lending them for development purposes to 
persons outside the government.” 

The economy’s income from oil activities might also have 
been enlarged by increasing the share accruing to labor, by 
increasing the “‘value added” within the country, or by increas- 
ing the government’s share in the profits from oil enterprise. 
At the beginning, oil companies could justify large profits as 
compensation for the heavy risks of exploration and develop- 
ment. But when reserves are proven and operations stabilized, 
sufficiently attractive returns may be realized from a smaller 
relative share of the total income. 

From the beginning, the Venezuelan government attempted 
to stimulate oil development by favorable lease contracts with 
a relatively small government return, as well as by maintain- 
ing a favorable atmosphere for private foreign enterprise. 
Nevertheless, the annual government revenues from oil have 
been relatively large over the years—$35 million in 1938 and 
ten times that size by 1949. It has been suggested that politi- 
val instability under a military dictatorship, coupled with a 
scarcity of trained personnel in government, delayed a still 
more favorable government share before the 1940’s.'" It was 
not until 1945 that the government finally gained a 50 percent 
share of the profits. Government pressure for expanded local 
refining was unsuccessful until the late 1940‘s. Moreover, the 
government’s suppression of union activity and its settlement 
of labor disputes by decree probably delayed gains by wage 
earners,!! 


®The government could utilize these revenues upon receipt, or could 
pledge future revenues as security to increase funds currently available. 
This latter practice has been frequently employed in Saudi Arabia. 


10 This suggests a Venezuelan version of the growth of what Professor 
Galbraith has recently called countervailing power. As the students 


began to return from foreign university training, they provided the 
technical knowledge necessary to press government claims. They also 
often formed a nucleus for popular expression favoring an increased 
government’s share. Galbraith, John K., American Capitalism, the 
Concept of Countervailing Power (Boston, 1952). 
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On the expenditure side, it appears evident that the govern- 
ment activities have not helped private capital formation, aside 


from oil, to a degree consistent with its revenues. 


Political 


exigencies resulted in the creation and expansion of govern- 
ment bureaucracy, while many of the roads, that were con- 
structed as a part of early public-works programs, seem to 
have been located more for political than economic reasons.'* 
Direct government action, while undoubtedly intended to en- 
courage capital formation, brought little result. 
multiple exchange rates, to channel a portion of oil profits to 
agriculture, were beneficial to individual agriculturalists but 
agricultural production continued to decline. 

The Venezuelan experience emphasizes the necessity for in- 
telligent and integrated government action to insure that sub- 
stantial economic development will result from the impact of 
large-scale resource exploitation in a relatively poor economy. 
The institutional and structural difficulties may vary from 
country to country, but it would appear that the changes re- 
quired to stimulate developmental investment are of such 
complexity and magnitude that government may be the only 


body in a position to direct such change. 


For example, 


This does not sug- 


gest nationalized investment, but certainly implies govern- 
ment policies that will help to remove the impediments that 


hold back private productive activity. 


The encouraging re- 


sults of the recent activities of the Venezuelan Development 
Corporation, which began operations in 1946, reinforce this 


conclusion." 


The higher real wages of the oil workers and the higher 
incomes in commerce, which stem indirectly from increased 
purchasing power added by oil revenues, have made Vene- 


zuelans eager for change. 


Sut they need guidance and help. 


11 The period from 1945 to 1948, with the Democratic Action Party 
in power, brought forth a contrasting policy with large labor gains 


resulting. 


12 The Venezuelan government bureaucracy grew from 7,000 in 1936 


to 47,000 in 1942. 
13 For a summary of results up to the end of 1951, see 
de Venezuela, Memoria, 1951 (Caracas, 1952), pp. 9-137. 


of Venezuela 


zuelan Embassy, 


255. 


Liewen, op. cit., p. 


3anco Central 
Recent issues 


Up-to-Date suggest an acceleration of activity (Vene- 


Vashington, D. C., 1952 and 1953). 
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Where could the government have supplied this? Agriculture 
suggests itself at once. 

Increased agricultural production requires aid in land re- 
habilitation, irrigation to complement sporadic tropical rains, 
disease control and sanitation in new areas, and agrarian re- 
organization to eliminate uneconomic parcellization of land. 
Agricultural experiment is needed to develop new strains to 
increase output under Venezuelan conditions. Marketing 
channels to effect economic distribution demand adequate 
transport facilities, communication, and warehousing. Labor 
shortages could be eased by immigration of skilled farmers, 
but will probably also require increased mechanization and 
improved technology. 

To give maximum stimulation to industry, agricultural pro- 
duction should be directed—where economically practical—to 
increasing output of industrial raw materials that now must 
be imported. A comprehensive land and resource survey 
would help to direct agricultural production rationally and 
to provide venture capital with sound information required 
for investment calculations. Credit facilities are essential to 
serve the changed needs of both agriculture and industry. 
Increased education could aid adaptation to cultural changes, 
stimulate problem-solving attitudes, and stress vocational 
training to meet growing agricultural and industrial require- 
ments. The absence of external economies, that are available 
in more developed countries, might require government par- 
ticipation to start basic industries." 

Since Venezuela lacks technical and managerial know-how 
the desirability of increased private direct investment from 
abroad seems implicit.'!° Such private investment could be in 
association with Venezuelans. But American investors ap- 
parently do not often invest in manufacturing enterprises 
abroad, except in countries where markets are sufficiently large 





14 This government participation at the start need not excite caution 
among private investors. The government can emphasize that such 
industries will be sold to private entrepreneurs promptly when investors 
can be interested. Puerto Rico’s experience indicates the practicality 
of this solution. 

15 Venezuela would also benefit from the external market connections, 
both buying and selling, of the foreign investor. 
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to permit operation of facilities of efficient size."° This sug- 
gests the need for special tax, or other inducements, to attract 
types of investment that might be considered particularly 
desirable. Another possibility is the provision for technical- 
assistance contracts between Venezuelan and foreign com- 
panies similar to those now employed extensively in Japan." 


From this brief summary of Venezuelan experience, it 
appears that real obstacles must be overcome before the capi- 
tal inflow for oil exploitation results directly or indirectly in 
any substantial economic development. The impact of oil in- 
vestment upon economic development appears to have been 
more direct in Saudi Arabia than in Venezuela.'* Here, too, 
a heavy responsibility rests in the hands of the government. 
The changes following in the wake of oil exploitation in Saudi 
Arabia seem spectacular, and they are spectacular in a primi- 
tive Arab setting. But statistical measures, when they become 
available, will undoubtedly show that the absolute level of real 
income is still quite low for the population as a whole. 


When Aramco started oil explorations, it entered a country 
that had been recently unified by Ibn Saud, but this nation 
of shaikhdoms was too poor and too primitive to furnish any 
of the requirements of Aramco’s modern enterprise. The com- 
pany not only had to import all its industrial equipment but 
also to bring in all food supplies, building materials, and other 
operating and personnel needs. The Arabian skills were few— 


16U. S. Department of Commerce, Survey of Current Business, De- 
cember 1952, p. 9. 

17 Japanese firms had signed 132 such contracts up to March 31, 1952. 
Cohen, Jerome B., Economic Problems of Free Japan (Center of Inter- 
national Studies, Princeton University, September 1952, pp. 35-6. 

18 Particular reference has been made to the following for information 
regarding Saudi Arabia: United Nations, Department of Economic 
Affairs, Review of Economic Conditions in the Middle East, 1949-50 
(New York, 1951), and Summary of Recent Economic Developments in 
the Middle East (New York, April 1952); The Oil and Gas Journal 
(January 4, 1951, p. 36; January 11, 1951, pp. 60-63; July 6, 1950, p. 33; 
November 5, 1951, pp. 118-120); National Petroleum News, XLIII (Sep- 
tember 12, 1951), pp. 64-67; Great Britain and the East, LXVII (Feb- 
ruary 1952), pp. 21-23; Lebkicher, Roy, Aramco and World Oil (New 
York, 1952). 
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nomadic grazing, trading, a few handicrafts, and primitive 
agriculture along the coast and near the few desert oases. 

Oil enterprise elsewhere had taught Aramco executives that 
it was more expensive to import American workers and con- 
tractors than to utilize the abilities of the local resident. This 
rationale was undoubtedly reinforced by the pressure of grow- 
ing nationalist feeling in other places which insisted on the 
employment of a larger and larger percentage of their own 
nationals. The motives are not definite, but it remains a fact 
that Aramco—in both word and action—has attempted to in- 
crease the utilization of local workers and contractors. Its 
employee-training programs and general educational facilities 
for workers’ children may be no more complete than the very 
recently expanded programs of oil companies in Venezuela. 
But Aramco’s training and assistance to encourage private 
enterprise in building, well-drilling, trucking, stevedoring, 
automobile repairing, and merchandising are much more ex- 
tensive than similar efforts elsewhere. There appears to be 
a greater sense of social responsibility which pays dividends 
in advancing the economic development of Arabia while at 
the same time reducing company costs and fostering local 
goodwill. 

Aramco also acts as an agent of the government by advising 
and assisting in government development programs. The gov- 
ernment is only gradually training qualified personnel to ad- 
minister its affairs and execute its programs, and in the mean- 
time Aramco has exerted full cooperation—on a business 
basis—to fill this gap. For the government account, Aramco 
has constructed a railroad from the Persian Gulf to the capi- 
tal city at Riyadh; it has conducted medical, sanitation, and 
mineral survey missions; it has installed the first modern com- 
munication system in the country; it has helped plan rural 
settlement and agricultural experiments; and it has built 
modern port and irrigation facilities. 

These varied activities have been reflected throughout the 
economy. Local contractors took sub-contracts for 90 percent 
of the work involved in laying the 1,100-mile pipeline from 
Dhahran to Lebanon, the largest Arabian contractor employ- 
ing 2,200 men. Diversified farming has been proven practi- 
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cal in the Hofuf oasis area. Arab entrepreneurs also engage 
in small businesses catering both to the oil company and to 
the growing communities that surround the oil centers. 

The impact of all this is great but its benefits are limited— 
Aramco’s employees are probably less than 3 percent of the 
total population of the Arabian peninsula. The initiative 
shown by the new entrepreneurs demonstrates that they rec- 
ognize the benefits of the economic change, but is this feeling 
shared by the Arabs who have not been directly touched? 


The expansion of the development program on a coordinated 
economy-wide scale depends upon the will of Ibn Saud. His 
political obligations, involved as they are with the vast money 
expenditures to local shaikhs, to his immediate family and to 
the large bureaucracy in Riyadh, all drain funds away from 
direct development activity. The conspicuous consumption of 
Ibn Saud is well known—ranging from custom-built cars and 
jewelry from Tiffany’s for his harem to extravagent air con- 
ditioning equipment to cool the palace outdoor veranda. The 
transportation furnished by the new railroad might have been 
more economically supplied by a paved road. And there is still 
no accounting to the population for the vast treasury receipts 
from oil, which totalled approximately $150 million in 1952." 
Aramco has shown an exceptional social responsibility in exe- 
cuting the King’s projects and in furnishing badly needed 
assistance of many other kinds. But the major responsibility 
for utilization of oil revenues to stimulate sound economic de- 
velopment still rests in the hands of the government, at present 
a patriarchal aristocracy. 


In these two examples of Venezuela and Saudi Arabia, large 
government oil revenues temporarily minimize the usual de- 
velopment problems connected with the stimulation of savings. 
There is strong evidence of the importance of government 
action to foster and provide institutions and facilities to stimu- 
late private economic activities in accordance with puble 
development goals. 


19 Ibn Saud has benefited from the Venezuelan Government experience 
and has hired the American firm, De Golyer Associates, to check Aramco’s 
accounts and assure that contractual royalties are accurately credited. 
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Puerto Rico’s problems and approach to economic develop- 
ment gontrast in many respects with our first two examples. 
There is greater need to increase and mobilize domestic savings 
in Puerto Rico, although the potentiality of U. S. investment 
funds eases the problem. Puerto Rico has enjoyed a large 
capital inflow but on public as well as private account. In 
spite of other differences, the need for government guidance 
of economic development is as much in evidence as in the two 
oil-producing countries. 

During the early part of the century, Puerto Rican national 
income undoubtedly expanded, as private investment, both 
Insular and from the mainland, was attracted to the Puerto 
Rican sugar industry, which was well protected by tariffs. 
Advanced technology was introduced both in cultivation and 
processing, while sugar cane plantings increased fourfold. 
When the United States introduced improved sanitation and 
public-health measures, death rates dropped, population in- 
creased, and the productivity gains were increasingly swal- 
lowed up by the increase of population. 

American influences are felt in many sections of the 
economy. Education was gradually extended, mainland busi- 
ness and legal codes were transplanted to the island, and demo- 
cratic procedures were gradually diffused throughout Insular 
government activities. But the island became dependent 
mainly upon sugar; local food production declined and imports 
provided approximately 50 per cent of food consumption. 
Banking and commerce expanded rapidly to serve the sugar- 
export and food-import trade. But U. S. industrial invest- 
ment was not attracted by the small Insular market, and Puerto 
Rican capital was inclined to stick to habitual sugar and com- 
mercial channels; it lacked the scientific and managerial know- 
how to compete with mainland industry. Mainland producers 
did take advantage of the plentiful, cheap labor for textile 
processing, button making, and diamond polishing; but such 
experience added little to the elementary skills already trans- 
mitted by sugar investments. 

During the depression decade, the Federal relief and re- 
habilitation assistance granted Puerto Rico totalled over $100 
million. This activity expanded basie facilities such as roads 
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and multiple-purpose hydroelectric installations, and trans- 
mitted additional skills to workers—but led to the starting 
of only one new industrial enterprise, that of cement produc- 
tion from local lime deposits. By 1940, the per capita income 
had barely regained the disastrously low level that prevailed 
in 1930. The limited private capital of the island was prone 
to find its way into land speculation, commerce, and sugar, or 
to forego investment in order to provide the socially-accepted 
conspicuous consumption. Incentive was lacking to create in- 
dustrial activity that would productively use Puerto Rico’s 
large under-employed human resources. Some catalyst was 
required. Private interests were not in accord with public 
needs. 

Planned development seems to be meeting this need now. 
The majority-backed Popular Democratic Party, which came 
to power in 1941, started the concerted development planning. 
Some established local interests, as well as socialist-fearing 
mainland legislators and business men, originally opposed this 
new activity, but Rexford Tugwell’s efforts were helpful in 
getting around their opposition. Development agencies grad- 
ually evolved fairly integrated programs. Surveys of mineral- 
resources, and more recently of land-resources have provided 
fundamental information needed for rational planning. Basic 
industries in glass, ceramics, paper, and shoes were started by 
public agencies when private capital could not be interested. 
Expanded wartime government revenues from rum provided 
funds for social overhead investment, and for the original 
financing of development agencies. A very important measure 
was the drafting of qualified personnel into key government 
positions to insure more efficient government action. 

Puerto Rico had many problems to solve. Education had to 
be further expanded to provide the groundwork that workers 
could use to advance to industrial skills; port facilities needed 
modernization; transport had to be improved and reduced in 
cost to bring the American market closer. Industrial work 
habits and incentives had to be inculcated, as well as problem- 
solving habits and attitudes. Promotional efforts helped to 
break down the ignorance of mainland investors regarding 
Puerto Rican opportunities. Puerto Rico’s indefinite political 
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status diverted attention from development until this was 
finally settled and the island territory chose to become a Com- 
monwealth in 1952. Constant vigilance was needed to insure 
full cooperation with enterprise by all the government depart- 
ments, so as to ease the way of business management. Long- 
term credit agencies were lacking, industrial buildings ran 
short, distribution channels were inadequate, and the absence 
of specific types of skilled technicians caused bottlenecks. 
Government action has been directed to help remove these im- 
pediments to investment. In addition, tax inducements and 
special business services have been provided. 


In spite of the concentrated effort, and the establishment of 
200 new industries by December 1952, more planning is still 
required to speed the realization of other external economies. 
Master-planning of industry, to foster industry-nuclei espe- 
cially suited to Puerto Rican resources and to its extended 
market possibilities, is now considered imperative. 

Industrial expansion was complicated but agricultural 
changes were even more so. Established institutions and 
habits were geared to sugar cane culture. Provision of com- 


plete marketing facilities to provide a reliable flow of stand- 
ardized raw material for industry appears to be a prerequisite 
of a change from sugar specialization. Government programs 
are necessary to spread knowledge of cultivation practices. 


Such problems are still far from being finally solved. And, 
in addition, there is the factor of constant political pressure 
for extended social gains which tend to reduce the savings 
available for productive capital accumulation. In brief, it 
appears that the government must take a major responsibility 
even in this setting which is so different from Venezuela and 
Saudi Arabia. 

This analysis of the effects of large petroleum and sugar 
investments upon the economic development of Venezuela, 
Saudi Arabia, and Puerto Rico suggests three main con- 
clusions. 

1) The capital inflow and associated activities of the foreign 
investor have not been sufficient to directly stimulate rapid 
economic development and growth of diversified productive 
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activity throughout the economy of these capital-receiving 
countries. 

2) In recent years the major investors have assumed an 
increased social responsibility, especially in Saudi Arabia. 
The impact upon economic development was more visible but 
apparently still quite limited. 

3) The large financial resources, made directly available to 
the governments of Venezuela and Saudi Arabia as a result 
of these foreign investments, did not assure substantial eco- 
nomic development either. Capital was not lacking but in- 
stitutional and cultural factors impeded productive capital 
formation. The scale and complexity of these problems sug- 
gests that government must take an active part in making the 
changes that will attract private productive investment. One 
final observation: while government can theoretically play the 
important role necessary, its chances of success are slim unless 
it is enough dedicated to the goal of development to under- 
take action on a large and comprehensive scale. 


Appendix 

Several related problems, beyond the scope of this paper, 
are suggested by the existing pattern of U. S. direct invest- 
ment abroad. Further study of these problems might assist 
economists in evaluating the impact of existing private invest- 
ment upon economic development abroad. 

To what extent is the profit-maximizing rationale of the 
large corporation, such as Aramco in Arabia or Creole in 
Venezuela, different from that of a large domestically-operat- 
ing corporation? Management is often one step further re- 
moved from ownership. Does this make any difference? It 
might appear from Aramco’s operations that long-run profit 
maximization plays a relatively important role. Does this 
suggest that their operations will have a more direct impact 
upon economic development, to the extent that they must con- 
sider social costs to a greater extent than in the short-run” 
To what extent is growing nationalism forcing these corpora- 
tions to alter their rationale? And does not the U.S. govern- 
ment exert pressures where vital defense considerations are 
involved? This subject opens a wide field for further in- 
vestigation. 
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There is also a structural question connected with the oligo- 
polistie nature of these investments and with the collective 
character of the corporate activities. Is there a greater tend- 
ency towards price or output rigidity? What effect will this 
have on the developing country’s ability to obtain foreign 
exchange in order to maintain a steady development program? 
In Aramco’s case, it would appear that it might loan money to 
the government to smooth out fluctuations. And then, do these 
large corporations possess a power of discrimination that 
might be selectively used to retard development of particular 
countries? 

How do these corporative activities differ from the planta- 
tion type of investment? There is a different degree of skill 
transfer, but also a change in rationale that comes with cor- 
porate as contrasted with private ownership. 

And finally, there is the concept of countervailing power. 
Is there a type of competition that will tend to reduce corpo- 
rate profits, even though price competition between buyers is 
relatively absent? Where will such a “power” develop? 
Through the growth of qualified government officials who, in 
effect, can become a countervailing power as a strong seller— 
a seller who would in time be qualified to efficiently take over 
operations and thus through threats effect a reduction of cor- 
poration profits? 





United States Investments 
In Venezuelan Asphalt 


By JOHN C. RAYBURN* 


The existence of asphalt deposits in Venezuela has been 
known from the time of the early Spanish explorations, for 
the records speak of the use of this material as a calking sub- 
stance for the ships of some of the first Spaniards entering 
Venezuelan waters. It was not, however, until after the 
establishment of Venezuela as an independent nation that 
these deposits attracted any attention. 

In 1834 a group of cattlemen in the State of Maracaibo 
attempted to catch some Goajira Indians who had been steal- 
ing stock near their village of Mojan. They followed the 
Indians into the mountains, where they saw emerging from 
a cave a great column of fire and smoke. Thinking they had 
discovered a volcano, they returned home and reported their 
find to the authorities. Later, certain people living in the 
district concluded that this phenomenon might have some con- 
nection with mineral deposits. After the exertion of pressure 
by influential people in the Maracaibo area, the government 
appropriated some money for exploration of the section, and 
the district west of Maracaibo was searched for evidence of 
minerals. In the vicinity of Maracaibo, in the hills called the 
Sierra de Guasdual, outcroppings of asphalt were found. 
These formations began above Matuzalén and followed par- 
allel to the sierra, on its eastern side, as far as its extremity. 
Of the several formations which were found in various stages 
of condensation, none had the solidity of those of San Timoteo 
and the swamp of Mene on the east coast of the Lake. As 
early as 1888 an asphalt pool of great size and excellent quality 
was reported in the vicinity of Matuzalén, near Maracaibo. 
So strong was the force of this formation that the mineral 
was thrown several feet in the air as pressure from below 


* Department of History and Government, Texas College of Arts and 
Industries. 
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forced it upward. On an estate known as Matapalo was found 
a deposit that reputedly covered an area of 6,000 square 
meters.! 

The development of asphalt in Western Venezuela centered, 
however, around the mine known as “Inciarte.” This conces- 
sion, originally held by Dr. Pedro Guzman of Maracaibo, who 
acquired the title from General Cipriano Castro on June 18, 
1900, covered 300 hectares of land located in the municipality 
of Chiquinquira, State of Maracaibo, seventy miles from the 
city of Maracaibo. The concession, as originally granted, gave 
title to the holder in perpetuity and could be assigned at any 
time.” 

George W. Crichfield, a citizen of the United States, acting 
as agent for a syndicate composed of American citizens, 
bought the Guzman concession on February 5, 1901, for 
$25,000. This purchase was contingent on a stipulation that 
the Venezuelan Government would also grant the group a con- 
cession to build and operate a railroad. President Castro, 
with the knowledge of this reservation and acting through 
the Minister of Public Works, his authorized agent, granted 
such a concession on April 20, 1901. The sale of this contract 
by Dr. Guzman to Crichfield was duly recorded in the public 
register at Maracaibo on February 5, 1901, and later, on 
Marrch 22 of the same year, the sale was placed on record in 
the Ministry of Fomento.* 

Crichfield and his associates incorporated the United States 
and Venezuela Company under the laws of New Jersey on 
June 12, 1901. This corporation became domiciled in Vene- 
zuela on August 1, 1901, and Crichfield transferred to it the 
railroad and mine concession on January 2, 1902. This trans- 
action was approved by the Venezuelan Government on Janu- 
ary 30, 1902 and the company immediately issued $1,000,000 


1U. S. Bureau of Foreign and Domestic Commerce, “Asphalt and 
Petroleum Deposits in Venezuela,” Consular Reports, No. 94 (June 
1888), pp. 487 f. 

2 Sen. Doc. No. 413, 60th Cong., Ist Sess. (Ser. 5257), p. 95. 

3 U.S. Department of State, Papers Relating to the Foreign Relations 
of the United States with the Annual Message of the President, trans- 
mitted to Congress December 8, 1908 (Washington: Government Print- 
ing Office, 1912), p. 793. 
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of stock and $500,000 of mortgage bonds in order to secure 
funds with which to build the railroad and develop the mines.‘ 

Certain important and fundamental conditions were speci- 
fied in this contract: First, that the grantee was to enjoy 
immunity from all national taxes or contributions, with the 
exception of certain stamp fees and mining dues; second, that 
the grantee was exempted from all import duties on the mate- 
rials needed in the construction of the railroad, the operation 
of the mines, and in refining and transporting the products 
of the mine; third, the construction of the railroad was to 
begin within six months from the date of the concession and 
was to be completed within one year after commencement; 
fourth, the concession for the railroad was granted for fifty 
years, and at the expiration of that time, the line with its 
rolling stock and all like appurtenances was to be turned over 
in good condition to the Venezuelan Government.*® 

Crichfield improved the Rio Lemén by dynamiting rocks 
and boulders, removing trees, digging a canal at its mouth 
more than half a mile long, deepening and widening its water- 
ways, and making it navigable for some thirty miles. The 
company also constructed the railroad, and at its terminus, on 
the bank of the river, it built a refining plant, warehouse, 
sawmill, and residences and office buildings, erected houses 
for workmen, and established a village of several hundred 
inhabitants, for the most part composed of company employees. 
At the mine another village and settlement was made, and 
farms were opened up in that neighborhood also. The story 
of the construction of the railroad was a thrilling one, for it 
was built through forests, swamps, and almost impenetrable 
jungles. Crichfield and his assistant, David Fleming, spent 
months in those swamps and jungles fighting disease, insects, 
and wild Indians and overcoming insuperable difficulties.® 
The company employed hundreds of people, paid them good 
wages, established schools, and in many ways contributed to 
the development of the nation. Although revolutionary forces 


6 Sen. Doc. No. 413, op. cit., p. 117. 
4 Sen. Doc. No. 413, op. cit. p. 96. 


5 Papers Relating to the Foreign Affairs of the United States... 
1908, op. cit., p. 794. 
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often visited the property, the management made an honest 
effort to stay out of politics, for no aid of any kind was given 
to either of the contending parties. This property was located 
about twenty-seven miles from navigable water on the Rio 
Lemon, which empties into Lake Maracaibo near Fort San 
Carlos.? 

The transportation of their product to market was the 
greatest problem which faced the owners, for the asphalt had 
to be hauled twenty-seven miles over the small railroad to the 
Rio Lemén, thence shipped fifty or sixty miles down that 
stream in bongos or small lighters to Punto Diablo on Lake 
Maracaibo. The railroad was a thirty-six inch gauge line 
equipped with three American-made engines, twenty-eight cars 
of eight-ton capacity, and several flat cars. Six inch square 
hardwood ties were used which cost the enterprise one bolivar 
($0.193) each laid down along the track. 

In addition to asphalt deposits, the concession provided for 
the exploitation of large stands of hardwood. Samples were 
sent to the United States to determine their value, and to 
check on the practicability of developing this part of the 
concession. 

A change in the mining laws of Venezuela in 1904 stopped 
the rather successful operation of these holdings, and involved 
the company in prolonged litigation. This trouble arose chiefly 
because of the change in the tax laws of the Republic and the 
interpretation of those laws by the national officials. Article 
12 of the original concession stated: “Neither this enterprise 
nor the products of its mines can be burdened with any kind 
of national taxes or contributions, except stamp fees levied by 
the department of public instruction and the dues prescribed 
by the now existing law relating to mines.” * Article 96 of 
the mining law of 1901 provided for payment on all mineral 
concessions of an annual impost of ten cents for every hectare 
plus an additional ten cent per hectare charge for each hectare 
exploited. This article specified that no other impost or tax 
should be levied on the property. 


7U. S. Bureau of Foreign and Domestic Commerce, “Large Deposits 
of High Grade Asphalt at Inciarte,” Monthly Consular and Trade Re- 
ports, no. 357 (June 1910), p. 192. 

8 Sen. Doc. No. 413, op. cit., p. 96. 
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A new mining code was adopted on January 23, 1904, which 
adversely affected the finances of the company. According 
to the new law, the hectare tax was raised from ten cents per 
hectare to forty cents. On the 300 hectares of the “Inciarte”’ 
mine this would amount to $120 instead of the $30 previously 
assessed.” An exploitation tax of three per cent on the gross 
product of the mine was also added to the new imposts the 
concern was forced to pay. To add to the troubles of the 
company, an executive decree was issued on June 21, 1904, 
adding eighty cents per ton to the export dues which were 
required to be paid.’” In addition to these new taxes, the 
Venezuelan Government charged importation duties on cer- 
tain bags and other materials brought in for use at the mine 
and on the railroad for packing and shipping the asphalt. 

After much argument, the government asked the company 
to submit its complaints to the courts of the land for settle- 
ment. Crichfield alleged that these acts of the government 
forced his interests to stop all operations about January 20, 
1905, at which time he had on hand some 4,000 tons of asphalt 
ready for shipment. Approximately one month later the 
Crichfield interests were notified that permission was granted 
to ship the accumulated asphalt with the understanding that 
settlement with the government could be made later. Taking 
advantage of this offer, the company started the asphalt on its 
way to the United States. Through its collector of customs 
at Maracaibo, the Venezuelan Government, on November 3, 
1905, demanded payment of the company for back hectare and 
other taxes due and unpaid as follows: 1,075 bolivares hectare 
taxes to August 19, 1905; 75,514 bolivares for export tax, 
totaling approximately $15,000 in gold. The legal battle con- 
tinued with the government finally contending that the Crich- 
field claim was not valid because the concession had not been 
ratified by a special session of the National Congress; there- 
fore they were not bound to respect its provisions. Crichfield 
pointed out that the first session of Congress after General 
Castro had been named Provisional President had ratified all 
his acts, including the company’s concession. 


* Papers Relating to the Foreign Affairs of the United States... 
1908, op. cit., p. 795. 
10 Sen. Doc. No. 413, op. cit., p. 97. 
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Finally, on August 21, 1909, in Caracas, an agreement was 
reached between the United States and Venezuela Company 
and the Venezuelan Government. William W. Russell, United 
States Minister to Venezuela, acted as spokesman for the com- 
pany, and Venezuela’s Foreign Minister, General Juan Pietri, 
represented the government. The company previously had 
asked $1,500,000 in damages, but the diplomats agreed to settle 
for less. Ralph T. Rokeby, trustee for the bondholders of the 
United States and Venezuela Company, released to Venezuela 
the title and all rights and interests in the Inciarte mine. In 
consideration for this release, the government agreed to pay 
to the company $475,000 in eight yearly installments of 
$59,375 each. 

The Inciarte mine was reopened in 1910 under new manage- 
ment, but its importance in the economic life of the nation 
became less as the years passed. The Zulia Asphalt Company, 
a subsidiary of the Caribbean Coal Company, an American 
concern, was the last of several organizations which attempted 
the exploitation of these Western Venezuelan asphalt deposits. 
With the discovery of petroleum and the recovery of asphalt 
as a by-product of this new industry, the natural deposits of 
this mineral in Venezue!a became of less importance and 
value. 

In the eastern part of Venezuela another great asphalt pro- 
ducing region was found. In 1898 an American syndicate 
failed in its negotiations to secure title to an asphalt property 
on the Island of Pedernales at one of the mouths of the Orinoco 
River. A Mr. Pingree went to Venezuela, where he secured an 
option to buy this property, and then returned to the United 
States to organize a company with friends from Detroit, Mil- 
waukee, and Chicago. Unfortunately Mr. Pingree did not 
speak or read Spanish; consequently he did not discover that 
the option given him to buy the mine for $80,000 was subject 
to the approval of the shareholders of the Pedernales Com- 
pany, which refused to approve the action of their president. 
Ignorant of this event, Pingree sent a party from New York 


11U. S. Department of State, Protocol Between the United States and 
Venezuela. Settlement of the Claim of the United States and Vene- 
zuela Company. Treaty Series No. 531 1/2 (Washington: Government 
Printing Office, 1909), pp. 3-7. 
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on November 24, 1898, composed of Eli R. Sutton; his secre- 
tary, Edward P. Hackett; a banker; two engineers; and the 
buying agent. Upon their arrival in Caracas on December I, 
they discovered that the shareholders of the Pedernales Com- 
pany now asked $100,000 for their holdings. Although the 
mine was originally capitalized at approximately $200,000, 
a fire of two years before had stopped all operations and seri- 
ously damaged the entire property, and, as a result, before the 
appearance of Pingree, the owners had not been able to find 
a purchaser at any price. Refusing to pay $100,000 for the 
mine, Pingree and his party returned to the United States.*} 
The property was later sold to a French firm of Le Havre.'® 

The greatest asphalt producing region in Venezuela was 
located in the State of Bermudez. The big Bermudez deposit 
first came to the attention of investors in 1883, when on Sep- 
tember 15 of that year Guzman Blanco, President of Vene- 
zuela, issued to Horatio R. Hamilton, an American citizen, a 
concession for the exclusive exploitation of asphalt and the 
uncultivated lands in the State of Bermidez.’* A tax of two 
bolivares on each 99914 kilograms of asphalt exported was 
stipulated, and work should begin within six months. Other 
provisions of this twenty-five year concession were the free- 
dom to assign it at any time, and free importation of machin- 
ery needed for the working of the mine. This contract, to- 
gether with an article regarding the impost to be paid by 
Hamilton on all dyewood exported from the territory, was 
approved by the Congress on June 5, 1884, and a copy of the 
concession and its supplement was published in the official 
Gazette for July 21, 1884. An additional article was signed 
on May 30, 1884, by Hamilton which bound him to channel 
one or more of the rivers of the State of Bermudez. This 
article, however, was not attached to the original concession 


12 "Gov. Pingree and his Asphalt Option in Venezuela,” The South 
American Journal and Brazil and River Plate Mail, XLIV (January 22, 
1898), 92. This periodical will hereafter be referred to as SAJ. 

13 “Notes and Comments,” SAJ, XLV (July 30, 1898), 115. 

14 Venezuela. Ministerio de Fomento, Memoria que Presenta al Con- 
greso Nacional de los Estados Unidos de Venezuela, 1884. Documento 
No. 48 (Caracas: 1884), p. 30. 

15 Sen. Doc. No. 413, op. cit., p. 124. 
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and was never approved by the National Congress. Hamil- 
ton encountered difficulty in starting his operations and ap- 
plied for and was granted several extensions of time, the last 
one being granted in consideration of the payment by Hamil- 
ton of 2,000 bolivares, which amount extended his starting 
date until April 30, 1886. 

On November 16, 1885, Hamilton assigned this concession 
to the New York and Bermudez Asphalt Company, which had 
been incorporated under the laws of the State of New York 
on October 24, 1885. This transfer was approved by the Vene- 
zuelan Government on December 9, 1885. Ambrose H. Carner, 
Thomas H. Thomas, and William H. Thomas, the owners of 
the new company, promptly issued $1,000,000 worth of stock 
which was divided into 10,000 shares of $100 each. A. H. 
Carner, one of the directors of the new concern, succeeded 
Hamilton as manager of the affairs of the new organization. 

The Trinidad Asphalt Company, organized about the same 
time, with A. L. Barber as president, secured from the British 
Crown on February 1, 1888, a concession for the exploitation 
of the asphalt deposits on the island of Trinidad.’* Barber 
bought the New York and Bermudez Company in 1895 for the 
Trinidad Asphalt Company; but in 1897 he sold the latter, 
which carried with it the stock of the former to the New Trini- 
dad Lake Asphalt Company, at a large profit to himself. In 
1899 he sold the New Trinidad Lake Asphalt Company, Lim- 
ited, to the Asphalt Company of America at a still larger 
profit, and in 1901 he sold his Asphalt Company of America 
securities to the public at a very high price just before the 
whole structure collapsed. 

Because of the great value of its property and the termin- 
ology of its contract, the New York and Bermudez Company 
was forced to defend its concession on a number of occasions. 
The first of these legal battles occurred in 1897, when four 
Venezuelans attempted to secure title to the Bermudez Lake, 
part of the company’s holdings. Owing to certain changes in 
the Venezuelan mining laws, these parties were able to pick 
some flaws in the company’s title.'*7 Residents of Guariquén 


16 [General Asphalt Company.] [Third] Annual Report to the Stock- 
holders of the General Asphalt Company for the Fiscal Year Ending, 
April 30,1906. (Philadelphia: Holmes Press, [no date]), p. 6. 
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in the immediate vicinity of the asphalt lake, they filed, on 
January 28, 1897, with the local magistrate of the district a 
claim reciting that they had discovered a mine of asphalt. The 
magistrate made an entry of the claim, in which he said the 
samples presented had come from wild lands, free, open and 
uncultivated lying on the Gulf of Paria. The men called their 
claim ‘‘La Felicidad.”’ So well executed were the plans of this 
group that its purpose was complete before the company was 
aware of such procedings. O. Ramirez filed a protest on 
August 31, 1897, but the Venezuelan Government ignored the 
request of the company’s agent and awarded title to the local 
citizens, and a definitive title was granted to the owners of 
“La Felicidad’’ on November 15, 1897. A mistake had been 
made in the original title of the Bermidez company, thus 
giving the Venezuelans an opportunity to benefit from a tech- 
nical error. The title stated that the Bermudez Lake was 
twenty kilometers from Guariquén and 180 meters above sea 
level, whereas the lake was actually located only ten or eleven 
kilometers from the above village, and was but four or five 
meters above sea level. The local citizens claimed their prop- 
erty was a separate holding from that described in the deeds 


and surveys of the New York and Bermidez Company. 

The title to “‘La Felicidad’” was sold on May 25, 1900, to 
an American firm, Warner and Quinlan, for $40,000, with 
General Joaquin Crespo’s estate demanding one half of this 
amount.'§ 


The Bermtidez Company centered its activity around the 
village of Guanoco, which was a settlement about 100 miles 
west of Port of Spain, Trinidad, and lying on the west bank 
of a small creek which emptied into the San Juan River. 
A narrow gauge railroad with twenty-two pound rails con- 
nected the settlement of Guanoco with the asphalt lake six 
miles north. The company was faced with a constant job of 
reballasting to keep the rails of the small road above the mud. 
The asphalt lake was five miles long and three miles wide, 
and contained a product that was almost pure. It was re- 


17 Sen. Doc. No. 418, op. cit., p. 293. 

18 Jbid., pp. 128, 298. Crespo’s part in this affair was revealed by a 
letter written by his wife to Dr. Arturo Ayala, who held the power of 
attorney for the group which sold the mine. 
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ported that the natives were good workers, that sickness 
among them was considered to be held to a minimum, only 
about four per cent, and that the only treatment adminis- 
tered was cathartics and quinine. The average native could 
dig and load two to three tons of asphalt a day; some, how- 
ever, had loaded eight to ten tons per day. Their wage was 
fifty cents daily, plus one ration averaging sixteen to nineteen 
cents.1® Guanoco was a small village of about fifty adobe 
houses, mostly occupied by employees of the company. In 
1910 there were three whitemen, the manager, the cashier, 
and a foreman, the two former being Americans, the latter 
an Englishman, and a working force of about 200. After a 
month’s work the company gave each laborer who desired it a 
free passage to Trinidad.?° 

An executive decree cancelling the Hamilton concession was 
the next difficulty which befell the company. This action was 
completed on January 4, 1898, by President Crespo through 
his minister of fomento because the government had not re- 
ceived the anticipated revenue from the forests which were 
to have been exploited by the company which now held the 
Hamilton concession.*! 

Suit was brought by the New York and Bermitidez Company 
in the High Federal Court of Venezuela to have this decree 
set aside, and on August 23, 1898, the court handed down a 
decision which declared that the decree was null and void, 
thus validating the Hamilton concession. 

The third attack on the title and property of the company 
came in the form of another suit brought by several Vene- 
zuelans who claimed the northwest corner of the original con- 
cession, asserting that they had discovered an asphalt mine 
not included in the original survey. Mr. Carner, who at this 
time was secretary of the Bermtdez Company, filed a protest 
with the Venezuelan Government against such action, declar- 
ing that this new claim was located within the boundaries of 


19 “Asphalt Deposits of Venezuela,” SAJ, L (April 6, 1901), 385, citing 
the Engineering and Mining Journal (New York, March 9, 1901). 
20 U.S. Bureau of Foreign and Domestic Commerce, “Asphalt Industry 


in Venezuela,’ Monthly Consular and Trade Reports, No. 357 (June 
1910), pp. 191 f. 


21 Sen. Doc. No. 413, op. cit., p. 173. 
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the property of his company. Julio Figuera again petitioned 
the government on October 24, 1900, for a definitive title to 
this claim, the “Venezuela” mine. He attacked the title of the 
Bermtdez Company by pointing to the same discrepancies 
as those found by the owners of the “La Felicidad” mine. 
A definitive title to this claim was granted by the Venezuelan 
Government on December 10, 1900. The government gave as 
its reason for this action that since the title of the Bermtidez 
Company listed its property as being twenty kilometers from 
the village of Guariquén, the “Venezuela” claim was a sepa- 
rate holding because it was located ten kilometers from the 
same village. 

It was therefore ordered that the petition of the New York 
and Bermtidez Company of July 17, 1900, asking for the nulli- 
fication of the title to “La Felicidad” and objecting to the 
granting of title to “Venezuela” be set aside. The confirma- 
tion of the Warner and Quinlan title to “La Felicidad” was 
ordered, and at the same time a definitive title to the “Vene- 
zuela” property was granted by the government on Decem- 
ber 17, 1900. 

Warner and Quinlan, an asphalt firm in Syracuse, New 
York, were competitors of the New York and Bermtidez Com- 
pany; consequently they brought suit in the High Federal 
Court of Venezuela on February 16, 1901, in an effort to secure 
a definitive title to a part of the asphalt producing property 
of the New York and Bermiidez Company. After a long and 
expensive suit the Venezuelan High Court handed down a 
decision upholding the title of the New York and Bermidez 
Company against the charges brought by Warner and Quinlan. 

No sooner had the Warner affair been disposed of than a 
new threat appeared in the form of a suit instituted by the 
Venezuelan Government to cancel the Hamilton contract and 
take over the property of the New York and Bermiidez Com- 
pany. It claimed that twenty-one years had passed since the 
Bermudez Company had acquired its concession and begun 
enjoying the privileges of its terms and that, although the 
provisions of the concession were liberal, the company neg- 
lected all items except those dealing with the exploitation of 
asphalt. The fact that the company had not developed the 
forest products of the area rankled the government, and ap- 
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peared important enough to the Venezuelan officials to warrant 
the nullification of the company’s concession. The government 
contended, furthermore, that its revenue from asphalt had 
been small and that the company had not canalized any of the 
rivers which the Hamilton contract had obligated it to do. 

The government acted quickly and resolutely, for on July 
20, 1904, Ambrose H. Carner, the former official of the New 
York and Bermtidez Company, was appointed receiver for 
the company’s holdings. Mr. Carner and a detachment of 
Venezuelan troops sailed on July 28, 1904, abroad a govern- 
ment gunboat for Guanoco. The superintendent of the New 
York and Bermudez Company, F. R. Bartlett, advised his 
superiors in Caracas that the Venezuelan man-of-war “Boli- 
var” arrived at Guanoco at 6:30 A. M., July 28, 1904, with 
several government officials and soldiers abroad. All installa- 
tions of the company were occupied immediately, and no pass- 
ing to and from the property was allowed. The “Bolivar” 
departed for Guiria on July 30. Because all the company 
property was taken over by the government officials, the em- 
ployees were forced to live in private homes. Alfred Webbe, 
company storekeeper, testified that immediately upon the ar- 
rival of Carner, soldiers armed with rifles were stationed at 
each window and door of the headquarters. Webbe said that 
when he attempted to leave the office he was informed by the 
guard that he was to be escorted to his room and that he could 
not leave his quarters without the permission of the sentry. 
The storekeeper had to hand over his keys to Carner each time 
the guards escorted him to his meals, as well as supply food 
for all of Carner’s soldiers, which numbered about 100, and 
also send food to the gunboat while she was in port. Webbe 
also testified that Edward Bryant, the chief carpenter, re- 
ported to Carner that he, Bryant, had been taken aboard the 
“Bolivar,” had his thumbs tied together while twenty-six 
rifles were placed on his stomach and kept there until he was 
exhausted. Another employee, Joseph Meyers, a carpenter 
who worked with Bryant, swore that he was not allowed food 
for three days, and was only given something to eat on the 
condition that he would agree to go back to work. 

In a document dated September 19, 1904, Carner made his 
report of conditions as he found them at the mine when he 
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assumed his duties as receiver. The railroad was in a run- 
down condition, for the rolling stock was badly in need of 
repair and the cross-ties were rotted and in many sections 
were buried under the mud of the jungle. He found about 200 
workmen on the job, the majority of which were employed 
as asphalt diggers. Since there was a shortage of food, Carner 
discharged some sixty of these men and immediately sent a 
boat to Trinidad to secure supplies. 


On May 25, 1905, the judge of the Court of First Instance 
rendered his decision. The contract of the New York and 
Bermudez Company was nullified and the company was ordered 
to pay “such damages as may be determined by just ap- 
praisers.” After an appeal by the company, the Federal High 
Court upheld the decision of the lower court in an action of 
August 7, 1905. 


The last calamity which befell this company was the “revo- 
lutionary suit” filed by the Venezuelan Government on Sep- 
tember 22, 1904, in which it was alleged that the company 
had given aid to General Manuel A. Matos during the revolu- 
tion of 1901-02. 


During the disturbances of this period, Francis V. Greene 
was president of the National Asphalt Company, the parent 
company of the New York and Bermudez corporation, and 
Avery D. Andrews was the second vice president. Andrews 
admitted that General Matos came to New York in the summer 
of 1901 to seek aid from the New York company in his attempt 
to overthrow the existing government in Venezuela. As an 
explanation of the company’s actions, Andrews pointed out 
that the corporation felt that it had been the victim of a con- 
spiracy on the part of the Venezuelan Government, that it had 
been subjected to great expense and inconvenience, and that it 
did not trust the men in control of affairs. A first allotment 
of $100,000 was made to General Matos, and later $15,000 was 
given to him on two different occasions. The first payment 
was made in November 1901, while the last two were given 
in December of the same year. The president of the company, 
General Greene, testified that he was in Europe during these 
proceedings and knew nothing of them until his return to the 
United States. 
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Soon after the conference between him and the officials of 
the New York and Bermiidez Company, General Matos ap- 
peared off the coast of Venezuela in a steamer called “Ban 
Righ.” It was alleged by the Venezuelan Government that 
the contributions of the company were used to buy this vessel, 
but Andrews swore that he knew of no connection between 
his company and the Matos vessel. During this revolt the 
fighting was particularly heavy in the vicinity of Bermudez 
Lake, and it was with the greatest difficulty that Castro suc- 
ceeded in defeating General Matos and his followers. 

A comprehensive report of the revolt and the alleged part 
that the New York and Bermudez Company had in its execu- 
tion was filed by the attorney general of Venezuela in Sep- 
tember 1904. He revealed that Greene, president of the Na- 
tional Asphalt Company, despite his denial, went to Europe in 
1901 and there met Matos in Paris, where plans for this revolt 
were perfected. From Paris, Greene went to London, thence 
to Glasgow to inspect some steamers which were for sale. 
It was alleged, furthermore, that a check of $100,000 was 
drawn on the Seaboard National Bank of New York, and that 
Sewall, secretary of the company, ordered the payment, which 
was labeled “‘governmental relations.” Venezuela contended 
that immediately after the money was delivered to Matos, the 
“Ban Righ” appeared off her coast and the revolt was 
underway. 

W. Y. Kinleyside, a lawyer from Scotland, swore that the 
“Ban Righ,” a vessel of 6,000 tons, formerly belonged to the 
Aberdeen Steamship Company, that it was purchased in Lon- 
don at the end of 1901, and was sent to Newcastle to be fitted 
as a gunboat. The vessel was seized by the British Govern- 
ment, but was later released and allowed to leave port. In an 
interview with A. Carnegie, a shipbroker, Kinleyside stated 
that General Matos had paid $20,000 for the ship, while an- 
other shipping firm, Raisen and Company, told the Scotch 
lawyer that the source of Matos’ funds was not positively 
known, but it was assumed that Mr. Greene was the backer. 

Some authorities contended that Castro was responsible for 
all the troubles of the New York and Bermudez Company, for 
it was he who was the chief architect of the scheme to change 
judges on the Federal High Court with the result that the 
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government took over the property of the company. During 
this hectic era, one ship load of asphalt each week was sent 
to New York where it was disposed of by A. L. Barber and 
his friends, but Castro was reputed to have received his share 
of the sales.** 

In justification of its political activity, the company claimed 
that its property was constantly over-run by revolutionary 
parties to whom it was forced in self defense to supply food 
and other services; that in 1901 when General Matos asked 
the company for money, he had completed the unification of 
all parties and forces opposed to General Castro; therefore 
the company was confronted with a formidable revolutionary 
movement which could, for a time at least, control its prop- 
erty, and which would be hostile or friendly according to their 
action on General Matos’ request. In view of the large de- 
mands made by Castro on the company, they chose to support 
General Matos because he was operating in their area, and 
was therefore the most formidable opponent at the moment.** 

The company attempted to secure the aid of the United 
States Government in the recovery of its property, but the 
State Department moved very cautiously. The company tried 
to arouse sentiment for the use of force by the United States 
Government in the dispute, but the American and British 
presses in general seem to have felt that in the light of the 
admitted participation of the company in the internal politics 
of Venezuela, the company deserved the treatment it was re- 
ceiving. An English publication observed that the United 
States should keep out of the affair, for it had been established 
that where American citizens sought excessive profits in ven- 
tures of a highly speculative nature, they must do so at their 
own risk.** 

The long fight between the company and the Venezuelan 
Government was settled in 1909. The company recognized 
and accepted the judgment of the Venezuelan court nullifying 


*2“The Venezuelan Asphalt Trouble,’ SAJ, LVIII (March 4, 1905), 


92a 


“8 [General Asphalt Company.] [Third] Annual Report... April 30, 
1906, op. cit., p. 19. 

-4“The United States well out of the Venezuela Muddle,” SAJ, LIX 
(November 25, 1905), 569. 
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the Hamilton concession and imposing a fine of $5,000,000, 
but upon the payment of 300,000 bolivares (about $68,000) 
all judgments against the company were satisfied and its pos- 
sessions were restored. The Venezuelan Government recog- 
nized the mining titles of the concern to its entire property, 
about 11,000 acres, including its asphalt lake, which covered 
approximately 1,000 acres. A tax of four bolivares a ton on 
all asphalt exported was agreed upon by the interested parties, 
with the provision that the minimum annual royalty would 
be 100,000 bolivares. The property was handed back to the 
Bermudez Company on March 23, 1909.*° 

Reports on asphalt exports are sketchy and inaccurate, but 
in 1901, 22,189 tons were shipped from the Bermudez prop- 
erty. In 1902, a year of political unrest, only 8,419 tons were 
exported; a total of 23,264 tons was sold the next year.** 

The amount exported from the Maracaibo region in 1903 
reached 14,388 tons compared with 13,519 tons the following 
year.*? 

During the years 1904-1909, when the New York and Ber- 
mudez Company’s property was held by the Venezeulan Gov- 
ernment, a total of 136,589 tons, with a peak of 40,479 tons 
in 1907, was shipped to the United States.** 

Asphalt continued to be an export item from Venezuela, but 
as the years passed and as petroleum output developed and 
increased, asphalt production declined. In 1931 some 28,985 
tons of this product were sent out of the Republic,*® while in 
1932 only 6,728 metric tons of asphalt were exported and in 


“> [General Asphalt Company.| [Sixth] Annual Report to the Steck- 
holders of the General Asphalt Company for the Fiscal Year Ending 
April 30, 1909 (Philadelphia: Holmes Press, [no date]), p. 7 f. 

“6 [General Asphalt Company.] [First] Annual Report to the Stock- 
holders of the General Asphalt Company for the Fiscal Year Ending, 
April 30, 1904 (Philadelphia: Holmes Press, [no date]), p. 6. 

“7 Great Britain, Foreign Office, “Report for the Year 1904 on the 
Trade of the Consular District of Caracas,” Diplomatic and Consular 
Reports, Annual Series, No. 3384 (London: H. M. Stationery Office, 
1905), p. 18. 

28 [General Asphalt Company.] [Sixth] Annual Report ... April 20, 
1909, op. cit., p. 8. 

27 Statesman’s Yearbook, 1932 (London: Macmillan and Co., Ltd., 
1933), p. 1361. 
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1933 only 50 metric tons were sold from the deposits of the 
Republic.*° 

On April 10, 1935, the General Asphalt Company sold for 
cash and an oil royalty the shares of the New York and Ber- 
mudez Company to the Venada Company, Limited, of Toronto, 
Canada."! 

The production of asphalt as a by-product of the petroleum 
industry made the natural asphalt deposits of Venezuela al- 
most worthless, for production of the natural product became 
too expensive to compete with this new and cheap source of 
supply. Foreign investments in Venezuelan asphalt followed 
the pattern of many early financial undertakings in that Re- 
public. Because of the many internal disturbances it was very 
difficult, and in some cases impossible, for a concern to remain 
neutral. 


30 South American Handbook, 1935 (London: Trade and Travel Pub- 
lications, Ltd., 1934), p. 502. 

31“General Asphalt Company,” Moody’s Manual of Investments, 
American and Foreign: Industrial Securities, 1936 (New York: Moody’s 
Investors Service, 1936), p. 750. The General Asphalt Company was 
incorporated May 19, 1903, in the State of New Jersey, U. S., as the suc- 
cessor to the National Asphalt Co., which was incorporated in 1900 to 
control the properties of the Asphalt Company of America. The busi- 
ness was originally divided among sixty-nine companies, but it was con- 
solidated into three, The Barber Asphalt Paving Company, the New 
Trinidad Lake Asphalt Company, Limited, and the New York and Ber- 
mudez Company. “General Asphalt Company,” Moody’s Manual of 
Railroad and Corporation Securities, 1910 (New York: Moody Manual 
Company, 1910), p. 2709. 





British Investments in 
Costa Rica 


3Y HENRY C. BISCHOFF* 


Dividends, interest rates, profits, and quick fortunes were 
the burning hope of the nineteenth-century English investor. 
This attitude was developed and stimulated, in the main, by 
the agents of investment houses and banks. These men were 
interested in increasing and directing the flow of capital into 
an ever-expanding number of ventures that were spreading to 
all parts of the world. This desire to find new fields from 
which commissions could be obtained through the handling of 
investment capital could not leave undisturbed even a country 
as unpromising in natural wealth as Costa Rica. The opti- 
mistic Englishmen allowed themselves to hope for some un- 
known mineral find, to trust in the agricultural possibilities 
of the country, and to be encouraged by the democratic tend- 
encies and the vigorous, homogeneous racial nature of the 
Costa Rican people. 

Thus it was that in 1871 the British investors successfully 
supported the initial large-scale foreign loan obtained by Costa 
Rica. This was the beginning of another, although limited, 
chapter in the important and extensive story of British invest- 
ments. For Costa Rica, on the other hand, it was the com- 
mencement of a new era. Great changes resulted in the eco- 
nomic, social, political, and cultural fabric of Costa Rican life. 
Without taking investments into cognizance, a history of this 
Central American country during the last eighty years would 
be totally inadequate. Although Englishmen have not been 
the only investors in Costa Rica, they were dominant until 
around 1930, and their holdings are still important today. 

The 1871 loan, though marking a new era for Costa Rica, 
was not a beginning without precedents. Scant records point 
to small earlier capital investments from abroad made in a 
vacillating manner and without a dominating effect upon the 


* Department of History, The University of Chicago. 
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economy of this country.!. A loan was floated in England for 
the Central American Confederation in the 1820’s soon after 
its independence from Spain. Upon Costa Rica’s separation 
from this loose arrangement it was decided, by agreement, 
that the new country should asume a twelfth of the debt 
amounting to £13,000. This was paid off by 1840. 

Some direct investments were undertaken in mining and 
agriculture but they were short-run, small and mostly un- 
profitable. This was also true in the financing of a short 
burrocarril and a small telegraph system. Only in banking 
in which the British mixed their money with that of domestic 
investors during the 1860’s was continuity and success realized. 

The founding of banks was indicative of the growing com- 
mercial activity in Costa Rica. Coffee was becoming increas- 
ingly important and the exportation of this product was grow- 
ing. There was a need for improved transportation facilities 
from the interior highlands to the coasts. Thus many people 
in the country looked to the building of a railroad as a solution 
to their problem. Preliminary contracts had been worked on 
intermittently since 1849. The small size of the country and 
its economic limitations proved severe handicaps. Finally, in 
President Tomas Guardia, the country found a man of deter- 
mination and of not too scrupulous a conscience. Thus in 
1871 he instructed his Secretaria de Fomento to sound out 
Henry Meiggs, the American railroad genius who had done 
so much to develop the rail systems of Chile and Peru. Rapid 
progress followed and a contract was made, and approved by 
Guardia. The road was to run from Puerto Limon on the 
Caribbean to San José, Heredia, and Alajula on the plateau. 
It was to be built for the government for £1,600,000 with a 
time limit of three years. 

The sum of £600,000 was to be provided from internal 
sources and the remaining £1,000,000 through a foreign loan. 
Bischoffsheim and Goldschmidt of London was contacted to 
sell the Costa Rica bonds. They agreed to pay 56 after which 


1 Most of the information on pre-1870 conditions in Costa Rica was 
obtained from an unpublished Ph. D. dissertation by Harry F. Jackson, 
The Technological Development of Central America. (Department of 
History, The University of Chicago, 1948). 
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they sold £500,000 of bonds at 72 and £500,000 at 74. Thus 
the British investor paid £730,000 for £1,000,000 of bonds. 
However, the Costa Rican government, which had been prom- 
ised £560,000, received only £450,000 when the first annuity 
and other factors were subtracted. These bonds bore 6% 
interest. 

Obviously the amount obtained by Costa Rica was not enough 
to finance the railroad. Thus, with cogent arguments and 
monetary gifts the contractors were able to persuade Guardia 
to agree to a second and larger flotation "—£2,400,000 of 7% 
bonds to be sold by Knowles and Foster of England at 82 in 
1872. In the first sale only £905,000 of the bonds were pur- 
chased, from which Costa Rica obtained £579,907. Gradually 
£1,460,000 were sold and of this the government received a 
little less than £900,000. The amount retained by the middle- 
men was so large that the discontent in Costa Rica became 
very strong. Due partially to this feeling but mostly to the 
fact that these loans chained the country with a debt beyond 
its economic resources, the interest payments went into de- 
fault by 1874. Negotiations continued for eleven years before 
a satisfactory settlement could be arrived at. 

Meanwhile only very slow and discouraging progress was 
being made on the railroad. Disease in the lowlands caused 
a great number of deaths among the laborers and even the 
managers. This together with the difficult terrain resulted in 
many delays. Henry Meiggs, not being able to leave his work 
in Peru, turned over the Costa Rican job to his nephew Henry 
Meiggs Keith. He was assisted by a number of his brothers 
including Minor Cooper Keith who was to become the leading 
figure in the history of Costa Rican investments. 

The failure of Henry M. Keith to finish the railroad within 
the agreed to time limit caused the government to make a new 
contract with Myers and Douglas. They also failed to com- 









~ Guardia received £100,000 from Meiggs and £60,000 from the invest- 
ment house. Jackson, The Technological Development of Central 
America, p. 116. Other works dealing with the railroad and the govern- 
ment bond issues include: Tomas S. Guell, Compendio de Historia Econo- 
mica y Hacendaria de Costa Rica (San Jose, 1940) ; Joaquin F. Montufar, 
Historia Ferrovial de Costa Rica (San Jose, 1934); and Chester L. 
Jones, Costa Rica and Civilization in the Caribbean (Madison, 1935). 
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plete the job and Minor C. Keith was appointed to the position 
of contractor. He had the backing of English money through 
John Wilson and the William Thompson Co. 

Keith’s progress and personality so gained the confidence 
of the Costa Rican government that when the executive was 
authorized to settle the debt problem in 1883 the American 
was employed to undertake the negotiations. The agreement 
reached on June 9, 1885, was the result of his efforts. 

The principles of the 1871 and 1872 bond issues were re- 
duced by fifty percent to £1,345,650. However, £2,000,000 of 
the new bonds were issued in two series—£525,000 of A bonds 
and £1,475,000 of B bonds with 5% interest. The amount 
of difference between the £1,345,650 paid to the old bond- 
holders and the £2,000,000 issued was used for the payment 
of the first two years interest, expenses of the arrangement 
and conversion, etc. It would appear as if some of the agents 
in this deal received extremely high commissions. For the 
£1,890,000 interest in arrears on the old bonds, the bond- 
holders were given £604,870 of shares of the newly formed 
Costa Rica Railway Co., Ltd. 

The new railroad company was part of the arrangements 
of 1885. It was registered in London with a capitalization 
of £1,800,000. In addition to the third of the shares which 
went to the government bondholders, a third went to Keith 
and his backers in payment for finishing the railroad, and a 
third went to the government®* for the mileage and equipment 
of the railroad already finished for which it had spent about 
£1,500,000. The company concession was to run for 99 years. 

From the distribution of the shares it can be seen that the 
stocks of the company did not provide it with working cap- 
ital. This was obtained through the sale of bonds—£655,000 
of 6% bonds in 1886 and 1887 at 9214 and 9614, £600,000 of 
6% second mortgage bonds in 1889 at 97, £200,000 of 5% 
prior lien debentures between 1894 and 1897 at 100 and 104, 


3 The government held its third of the shares until 1899 when they 
were surrendered to British financiers who held them as a mortgage 
on funds advanced for Costa Rican money coinage program. The govern- 
ment thus received dividends only from 1897 to 1899 totalling £36,000. 
The new owners had obtained £414,000 by 1950. 
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and £180,000 of 5% second series prior lien debentures be- 
tween 1902 and 1905. A large portion of the first two flota- 
tions went to the contractor for his work, which was finally 
completed in 1891, twenty years after the railroad’s construc- 
tion began. 

The rather high rate of interest on the bonds was met 
almost every year, the two prior lien loans have been paid 
back, and a sinking fund covering the mortgage bonds is 
growing. Dividends were first paid in 1897 and were sta- 
bilized at 2% for most of the years to 1939. This was facili- 
tated by the fact that another railroad, The Northern Railway 
of Costa Rica, a United Fruit subsidiary, rented and operated 
the Costa Rica Railway after 1905 and assured it a steady 
income. In the late 1930’s the northern road complained that 
it was losing money and asked for a rental reduction. When 
this was refused, all rental payments ceased and, in accord 
with the contract, the Costa Rica Railway Co. resumed the 
operation of its own railroad and received $1,000,000 of shares 
of the Northern Railway Co. This gave the Costa Rica Co. 
control over both roads, and they, thus, continued to be run 
as one system. An indication of the truth of the Northern 
Company’s complaint is that since the new arrangement the 
Costa Rica Railway Co. has not been able to pay dividends, 
nor interest on its second mortgage bonds, although the first 
mortgage bonds are still being serviced. 

By 1950 after sixty-four years of existence the Costa Rica 
Railway Co., Ltd., had produced £5,610,347 profit on £2,178,005 
of investments with £1,850,130 of the principal outstanding.* 
This means that the investors had realized 1.2% per annum 
dividends and about 5% annually in interest on the bonds. 
The average on the total amount read 3.8% yearly, if the prin- 
cipal outstanding is considered at its nominal value, and 3.3%, 
if it is considered at its 1950 market average of 65 for the 
first mortgage bonds and 30 for the second mortgage bonds. 


The figures stated have been derived from the information supplied 
by the Stock Exchange Ycar-Book from 1875 to 1933 (London); The 
Stock Exchange Official Year-Book from 1934 to 1952 (London); The 
South American Journal, volumes 19 to 145 (London); The Annual 
Report of the Council of the Corporation of Foreign Bondholders, from 


1877 to 1952 (London). 
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This has been the most remunerative British investment in 
Costa Rica, not in percent per year, but in the total amount 
of pounds of return. Thus, even the best venture cannot be 
recorded as being lucrative for the investors. 

Returning to the government bonds, we find the situation 
after the 1885 settlement improved, although not yet really 
stable. From 1886 to 1894 the new A and B bonds were serv- 
iced at the agreed to rate of 5%. The depression of the 1890's 
led to a default and in 1897 a new arrangement was resolved. 
The interest rate on the A bonds was reduced from 5% to 3% 
and on the B bonds from 5% to 214%. The arrears of 
£275,000 were liquidated by a sum of £131,562 of which 
£31,562 went for expenses and £100,000, in the form of cer- 
tificates, went to the bondholders. The certificates were to be 
paid off at the rate of £5,000 per year. Before the certificates 
went into default in 1901, £20,000 had been received by the 
holders. Interest payments also ceased in 1901. Negotiations 
continued on and off until another new arrangement was 
arrived at in 1910. 

This agreement provided for the issuance of £2,000,000 of 
bonds at 4% for the first ten years and 5% thereafter. For 
each £100 of A bonds £75 of new bonds were distributed and 
for each £100 of B bonds £65 of the new bonds were issued. 
Thus £567,500 of principle and £513,093 of interest in arrears 
were wiped out. From the total of the new bonds £117,200 
was used to replace $1,013,000 (worth about £150,000) of 
Limon Sanitation bonds, the year of whose original issuance 
is not known. The remaining £382,800 was disposed of by 
the government presumably to the general British investors. 

Interest on the new bonds was paid regularly from 1912 
to 1932. A default of three years due to the world depression 
was covered by a 5% funding flotation amounting to £245,860. 
Interest was paid on the funding bonds for three years and 
then, when the continuing aspect of the depression became 
apparent and it converged with World War II, service ceased 
even on these. Payments had not been resumed as of 1950. 

The difficult years of this investment since 1871 have re- 
turned to the investor £4,398,468 on an outlay of £2,427,200 
with a principal outstanding of £1,628,700. If the principal 
is considered at its nominal value, the annual profit averaged 
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1.9%, but, if the principal is weighed in light of its 1950 
market price of 12, the yearly return will average 1.1%. 

A more munificent but much smaller bond purchase was 
the 1912 first mortgage flotation, the only other British invest- 
ment in Costa Rica government offerings. Of the £500,000 
authorized only £188,720 were issued—at 6%. The purpose 
was internal construction. Full interest was paid from 1913 
to 1985 and 4% forward to 1943. Although no interest has 
been paid since, only £18,120 of the principal is still outstand- 
ing for the government has been gradually retiring these 
bonds. The profit on this loan has been £68,000 as of 1950, 
an average of about 4.5% per annum. 

Turning back to the pre-1900 days, one finds that, although 
railroads and government bond issues were the largest invest- 
ments, there were many other enterprises into which foreign 
capital flowed. Small scattered interests in mining continued 
from earlier times through the 1870’s and 1880’s. Then in 
1887 a more ambitious undertaking was attempted with the 
founding of the Costa Rica Mining Co., Ltd. This was a 
3ritish syndicate owned mostly by those who had interests 
in the railroad. The company, which had a capitalization of 
£65,000 preferred stock and £37,000 common stock, purchased 
the La Trinidad properties for gold and copper mining. Op- 
erations were carried on for seven years, during which time 
no dividends were declared. When the company was liqui- 
dated in 1893 it was running at a deficit. The estimated loss 
to the investors in this undertaking was about £100,000. 

In 1889 another British company was formed, the Costa 
Rica Pacific Gold Mining Co., Ltd. With a capitalization of 
£71,450 it purchased the Machus and Tres Hermanos mines 
and took over the property of the Costa Rica Development Co., 
organized in the previous year with San Francisco money. 
The Costa Rica Pacific Gold Mining Co. operated for six year 
and, despite the aid of the Central American Trust Ltd. to the 
extent of £14,000 after 1891, it folded in 1895 without having 
paid any diivdends. The loss on the whele project was around 
£80,000. 

3y 1895 the depression conditions had brought Costa Rica 
mining operations to an almost complete halt. When, how- 
ever, a new cycle of mining investing began in 1897 some 
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Englishmen put their money into the small Abangares Mining 
Syndicate Ltd. After two years of operation this company 
moved its headquarters to Delaware. This gave American 
capital almost complete dominance in the foreign financing 
of Costa Rica mining. 

Another field which attracted the nineteenth century British 
investors was that of utilities. They put some money into 
telephones when Minor Keith was one of the organizers of 
the Compafit de Teléfonos de Costa Rica in 1895. Most of 
the telegraph facilities in the country were established in con- 
junction with the railroad. The largest investments were in 
electricity, however. 

After a number of small and scattered beginnings the Costa 
tica Electric Light and Traction Co., Ltd. was organized in 
1898. It was capitalized at £130,000 and issued £200,000 of 
bonds at 90, of which £130,000 were sold in 1898 and £70,000 
between 1904 and 1906. Prior lien debentures totalling 
£100,000 were added between 1908 and 1909 at 971%. This 
company dominated the electricity production of the country 
and ran a six mile long tramway. 

Around 1929 this company came under the control of Em- 
presa Costarisence, a subsidiary of the American and Foreign 
Power Co., Ltd. By 1941, however, the American and For- 
eign Power Co. was a subsidiary of the Electric Bond and 
Share Co., an American holding company. This led to a 
merger of the Costa Rica Electric Light and Traction Co. with 
two other companies to form the Cia Nacional de Fuerza y 
Luz S. A. 

During its years of existence from 1898 to 1941 the Costa 
Rica Electric Light and Traction Co. never paid any divi- 
dends, although it regularly serviced its bonds at 5% and 6%. 
In the transfer proceedings the prior lien debentures were paid 
off at 105, the other bonds were converted into bonds of the 
new company, and the stockholders were given 4,382 shares 
(worth £87,640) in the new firm. Thus the liquidated con- 
cern realized, over 44 years, returns of £935,400 on £407,500 
invested for an annual profit of about 3%. 

Another nineteenth-century British investment was the 
Costa Rica Markets and Tramway Co., Ltd. which was regis- 
tered in 1886. The Meiggs had interests in this company 
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which was capitalized at £50,000 and which issued another 
£50,000 in bonds in 1886 followed in £9,700 in second mortgage 
debentures in 1889. In 1900 £10,000 shares of stock were 
given to the bondholders in exchange for coupons in arrears. 
This did not prove of much worth for no dividends were de- 
clared in the fifty-five years history of the firm. A 7% prior 
lien loan was undertaken between 1911 and 1915 for £10,000 
at 90. This was repaid by 1926. Interest was paid on the 
second mortgage bonds for only five years and on the first 
mortgage bonds fairly regularly to 1929 but not thereafter. 
Liquidation was finally agreed to in 1941. The result of fifty- 
five years of operation was a £102,110 return on an invest- 
ment of £118,700 for a loss of about £15,000 to the investors. 
A much more successful enterprise was the Mortgage Com- 
pany of Costa Rica Ltd. which existed from 1911 to 1947. 
Organized to give financial support to a large coffee exporter, 
Lindo Brothers Ltd., it has been the only important British 
undertaking in Costa Rica started in the twentieth century. 
In 1911 £150,000 of bonds were issued and £50,000 of stock. 
The interest rate of 6° was paid regularly on the bonds and 
10% was distributed as dividends during the first eleven years. 
After a 50‘ stock bonus was issued, the dividends were lower 
and less steady. The investors realized a £424,000 return on 
their £194,000 investment over thirty-six years. The total 
profit is not known, however, for lack of liquidation figures. 
If nothing was obtained at the termination of activities the 
rate of profit would stand at 3% annually, and if the bond 
principal and stock were repaid it would be almost 6%. 
Being a rural country, it is not surprising that a consider- 
able part of the foreign capital that entered Costa Rica was 
invested in agriculture. Small beginnings had already been 
made before 1870. They were given extensive stimulus by 
the building of the railroad. Land adjacent to the road 
jumped in value 200° to 300%. The railroad company itself 
had received 800,000 acres of land as a subsidy from the gov- 
ernment. About 50% of this was transferred to the River 
Plate Trust and Loan Co. in which Minor Keith had an interest 
and which helped finance the railroad. Immigration was en- 
couraged to settle this land, development was begun, and sales 
made. The exact profits of this firm from its Costa Rica under- 
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takings are not known, but from its overall operations, most 
of which were in South America, its stockholders were receiv- 
ing an average of 8% annually between 1890 and 1910. 

Coffee, the most important crop of Costa Rica, was raised 
on the lands of the River Plate Co. and on those of other for- 
eign financed plantations. A number of these were capitalized 
with British money. The Sarapiqui Estates Co., Ltd. was 
founded in 1896 with £60,000 in stocks and £13,600 in 6% 
bonds. Operations apparently were most unsuccessful for no 
dividends or interest were paid. The enterprise was a com- 
plete loss for the investors. Almost as bad consequences fol- 
lowed the establishing of the Costa Rican Coffee Estates Ltd. 
in 1899. Only one three percent dividend was declared on 
£30,560 of stocks, although more interest was paid on the 
£5,000 of bonds. With a £31,014 deficit at liquidation it 
appears that nothing was paid the investors at this time. 
Thus about £30,000 was lost in this enterprise. 

The eight companies and two bond issues for which enough 
data have been available to enable the reports given herein to 
be made constitute about 90% of the British investments in 
Costa Rica. The other 10° consisted of capital placed in 
American investments like the United Fruit Co., of capital 
invested in small undertakings like the Rosemont Estates, Ltd., 
Barbara and Neurohr Ltd., Concrete Products Co., Ltd., and 
Constructora Naval Ltd., and of a few inconsequential miscel- 
laneous additional items. The totality of this investment 
amounted to approximately £2,277,200 by 1880, £5,258,000 in 
1890, reached its height by 1910 with £6,532,600, and receded 
somewhat to £5,171,820 by 1950. The stability of the British 
investments is indicated by a fluctuation of less than 25°. in 
the last sixty years. Table I shows British investments by 
decades. 

Concerning profits and losses, the records examined indi- 
cate that the investors made money on five of the ventures 
discussed and lost money on the other five. However, it was in 
the smaller investments that the losses were sustained. The 
total of these losses was £300,000 compared with £9,778,340 
of profits received from the more successful undertakings. 
When the total returns are considered in relation to the total 
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amount invested and to the number of years of each invest- 
ment the annual profit realized by the British investor in 
Costa Rica from 1870 to 1950 averaged 2.5%. 


Investments 


Government bonds 

3anking 

Mining 

Coffee 

Bananas 

Costa Rica Railway stock 

Costa Rica Railway bonds 

Costa Rica Markets Co. 

River Plate Trust Ltd. 

Rubber 

Costa Rica Electric Light 
Co. 

Miscellaneous 


Total 


Investments 


Government bonds 

Government bonds 

Costa Rica Railway stock 

Costa Rica Railway bonds 

Banking 

Costa Rica Electrie Light 
Co. 

Costa Rica Markets Co. 

Mortgage Co. of Costa 
Rica 

Coffee 

Bananas 

Northern Railway stock 

Miscellaneous 


Total 


TABLE I 
BRITISH INVESTMENTS BY DECADES 


1880 
£1,927,200 
100,000 
100,000 
50,600 
50,000 


50,000 


£2,277,200 


1920 
£1,850,000 
155,000 
1,800,000 
1,460,000 
200,000 


380,000 
112,000 
194,000 


100,000 
75,000 


200,000 


£6,526,000 


1890 1900 
£2,000,000 £2,080,000 
100,000 100,000 
225,000 100,000 
75,000 200,000 
100,000 50,000 
1,200,000 1,800,000 
1,200,000 1,400,000 
108,000 108,000 
100,000 150,000 
25,000 100,000 


250,000 
125,000 175,000 
£5,258,000 £6,513,000 


1930 1940 
£1,625,000 £1,735,000 
94,700 32,660 


1,800,000 1,800,000 
1,389,000 1,250,000 
200,000 100,000 


365,000 350,000 
108,000 108,000 


194,000 194,000 


75,000 50,000 
50,000 50,000 


150,000 125,000 


£6,050,700 £5,794,660 


1910 
£2,080,000 
100,000) 
50,000 
130,000 
75,000 
1,800,000 
1,589,600 
108,000 
100,000 


400,000 
200,000 


£6,632,600 


1950 
£1,628,700 
18,120 
1,800,000 
1,200,000 
100,000 


50,000 
50,000 
200,000 
125,000 


£5,171,820 








Venezuela, the International 
Monetary Fund and Multiple 
Exchange Rates 


By WILSON SCHMIDT* 


Although the International Monetary Fund has made no 
statement, official sources in Venezuela indicate that the Fund 
recently has approved Venezuela’s continued use of multiple 
exchange rates. This article is concerned with whether or 
not the present exchange rate system in Venezuela best serves 
that country’s interest and with the implications of the Fund’s 
decision. 

The Present Exchange Rate System 

Unlike many other Latin American countries, Venezuela’s 
exchange rate system has been relatively simple throughout 
the postwar period. Briefly, government imports and coffee 
and cacao exports receive favorable treatment while the pur- 
chases by the oil companies in Venezuela are made at an 
unfavorable rate of exchange. 

With respect to purchases of foreign exchange, the Vene- 
zuelan government obtains foreign exchange for its imports 
at the rate of 3.09 bolivars per dollar while all other trans- 
actions (e. g., imports into Venezuela) are carried out at the 
rate of 3.35 bolivars per dollar. Concerning the supply of 
foreign exchange, the oil companies sell foreign exchange to 
the central bank at the rate of 3.09 bolivars per dollar in an 
amount equal to their local currency requirements (largely 
wages and taxes).' Foreign exchange resulting from the 





* Department of Economics, The George Washington University. 
The section of this article devoted to aspects other than the Fund’s deci- 
sion is based in part on the author’s doctoral dissertation on file at the 
University of Virginia library. 

1 If the local currency requirements of the oil companies exceed the 
central bank’s sales of foreign exchange to domestic users in a given pre- 
vious period, the excess is sold at about 3.05 rather than 3.09 bolivars 
per dollar. 
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exportation of cacao and unwashed coffee is bought by the 
central bank at exchange rates varying between 3.32 and 4.25 
bolivars, depending inversely on the world price of the 
products. The same is true of washed coffee exports though 
the range of applicable exchange rates is from 3.32 to 4.80 
bolivars per dollar. All other exports, invisible receipts, and 
capital movements into Venezuela take place at 3.32 bolivars 
per dollar. 


The Purpose of the System. While there are many inter- 
woven arguments, the major purpose of Venezuela’s exchange 
rate system seems to be the diversification of her economy or, 
more bluntly, protection. This purpose was clearly announced 
when the system of preferential exchange rate treatment for 
certain agricultural exports was initiated in 1941." 

Likewise the purpose was explicitly stated in 1946 when the 
central bank indicated that Venezuela would not have joined 
the International Monetary Fund unless some escape in the 
IMF’s Articles of Agreement was available by which Vene- 
zuela could continue to protect coffee and cacao producers 
through multiple currency practices. The escape used was the 
transitional period clause which permitted the use of exchange 
controls for a five year period after the initiation of the IMF. 

Again, in late 1952 when the Fund’s attitude concerning 
the Venezuelan system was made public, the word “protection”’ 
stood in the forefront. 


The Argument for Protection. A survey of the official lit- 
erature over the last twenty years indicates that the Vene- 
zuelan government justifies its multiple rate system along the 
following lines. 

The country is greatly endowed with undeveloped agricul- 
tural resources, but the oil industry makes their development 
difticult because of its competition for labor. The country 
fears the oil industry because it is a large source of income in 
the Venezuelan economy and because it is tied closely to exter- 
nal events. Venezuela would like to develop alternative 
sources of foreign exchange and also become more self-suffi- 


* Actually Venezuela’s multiple rate system dates back to August, 1934 
when a special agreement was made between the oil companies and the 
government for handling the local currency requirements of the former. 
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cient in basic articles of domestic consumption because other- 
wise, should the oil industry collapse, Venezuela’s plane of 
living would also collapse. 

The justification continues that Venezuela, however, can- 
not develop its “most likely’ alternative exports (coffee and 
cacao) because of 1) the competition of the oil companies for 
labor, 2) the incentive the growth of urban population and 
take-home pay (caused by the growth of the oil industry) 
has given to the production of agricultural products for do- 
mestic consumption, and 3) because of the high value of the 
bolivar in the foreign exchange market as a result of the large 
petroleum dollar receipts. In addition, the growth in the pro- 
duction of agricultural products for domestic consumption is 
hindered by the same competition for labor and the high for- 
eign exchange value of the bolivar since the latter makes 
imports cheap. 

Few will question that the difficulties of the coffee and cacao 
industries as well as those of agricultural production for the 
domestic market are partly caused by the factors described. 
For example, one observer * estimated that a worker could 
earn on the average 15 bolivars daily in the oil fields. The 
coffee producer, however, could pay perhaps no more than 
4 bolivars and could not provide the social services and holiday- 
pay that is offered by the oil industry. 

This same observer estimated that an acre of land in coffee 
could produce, on average, 150 bolivars of profit while almost 
any other crop gave a profit of 250 bolivars. 

But if the facts presented in the argument for protection 
are correct, that does not necessarily mean that protection is 
a good policy for Venezuela since the alternatives to protec- 
tion may be better. 

Some Possible Criticisms of Venezuelan Policy 

The Undesirability of Competition for Labor. Certainly it 
seems strange for a rather underdeveloped country such as 
Venezuela to worry about labor being transferred from coffee 
and cacao production to industries using large amounts of 
capital such as the oil industry. 


3 J. H. Kempton, “Coffee Culture in Venezuela” (Unpublished U. 38. 
Embassy report available at the U. S. Department of Commerce, Wash- 
ington, October 24, 1950), pp. 11 f. 
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To hinder such a transfer of labor might be to Venezuela’s 
disadvantage since the movement of labor into more capital- 
intensive industries 1) raises the general level of productivity 
in Venezuela because migrants to the capital-incentive indus- 
try have the benefit of more capital, and 2) the higher wages 
forced upon cacao and coffee producers will tend to induce 
them to substitute capital for labor thus raising the produc- 
tivity of the remaining laborers. 

Concerning the first point, the subsidies to coffee and cacao 
exportation deter the movement of labor into the cities and 
the oil fields by making coffee and cacao producers more profit- 
able than they otherwise would be. 

With respect to the second point, if the coffee and cacao 
industries were expected by investors to be profitable for some 
years to come, the subsidies to the export of coffee and cacao 
would not deter the substitution of capital for labor. This is 
because the decision concerning the proportions in which capi- 
tal and labor will be used depends in part on the prices of the 
inputs. Inasmuch as wages are high, whether or not the sub- 
sidy to coffee and cacao exists, the substitution of capital for 
labor will occur if it is technically possible. However, this 
substitution is not likely in Venezuela. First, it is unlikely 
that the substitution of capital for labor will occur simply be- 
cause coffee and cacao production provide extremely poor profit 
expectations for the longer run. In fact, it appears that there 
may have been a net movement of capital out of the coffee 
industry. Private investors have borrowed money from a 
government-sponsored bank which makes loans on coffee prop- 
erties. The private investors then have used the proceeds, not 
to build up the coffee properties, but for investment in other 
opportunities. The second reason for believing that substi- 
tution is unlikely is the fact that, except indirectly, such is 
not technically possible. There are few machines available for 
coffee and cacao production and indirect substitution can occur 

‘obably only through road building and through better living 
‘onditions for the workers. 

The Agricultural Endowment. The agricultural sector of 
the Venezuelan economy is subsidized by the favorable ex- 


‘ Tbid., p. 6. 
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change rates for coffee and cacao exports and, more impor- 
tant for this point, by the unfavorable rate for purchases in 
Venezuela by the oil industry. This unfavorable rate raises 
labor costs to the oil and in the long-run reduces its demand 
for labor, making the labor market easier for agricultural 
production both for the domestic market as well as for the 
foreign market. 


This subsidization of agriculture has taken other forms than 
just a multiple rate system. High tariffs, mixing regulations, 
quotas, financial aid, etc., have all been used extensively to 
facilitate the agricultural production of Venezuela. 

The agricultural development policy is probably induced by 
the Venezuelan despair over the largeness of her food imports. 
This despair seems founded on their experience before the 
advent of the oil industry in which they satisfied virtually all 
of their domestic needs for food and exported small amounts 
in addition. Also, the existence of rich, but largely unused 
agricultural resources cannot help but further the desire for 
agricultural self-sufficiency. 

But what is the significance of a rich agricultural endow- 
ment? If one accepts the law of comparative advantage (ex- 
cluding for the moment the infant-industry argument) the 
answer is clearly that the rich endowment has no significance 
to the question of what ought to be exported. It is the rela- 
tive and not the absolute efficiency of agricultural production 
which counts. Since Venezuela is more efficient in the produc- 
tion of oil than of agricultural products, Venezuela’s greatest 
gain from international commerce will come with specializa- 
tion in oil. 

Of course, an important and long-accepted qualification to 
the law of comparative advantage is the infant-industry argu- 
ment for protection. But it is doubtful if the infant-industry 
argument is applicable to Venezuelan agricultural production. 
Certainly coffee and cacao production are not infant-industries 
since they date back to the 18th century in Venezuela. With 
respect to other foodstuffs there is little evidence that protec- 
tion has had the result of increasing output and reducing costs 
along the lines necessary for the applicability of the infant- 
industry argument. 
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The Fear of Oil. Another question arises as to whether or 
not the Venezuelans need fear the demise of the oil industry 
and its concomitant effects on their planes of living. 

Known reserves of oil in Venezuela amount to about 9.6 
billion barrels. At the 1952 production level (a record high) 
this means that Venezuela will have a minimum of 15 years 
oil supply. But since it always takes longer to get the oil out 
the longer the field has been in operation, Venezuela can expect 
to have an operating oil industry for perhaps 30 years. But 
in addition to this the fact stands out that much of Venezuela 
is unexplored in terms of oil resources; superficial checks of 
large sections of the country indicate favorable chances for 
extensive oil deposits. In other words, there is little room for 
pessimism about the oil resources of Venezuela. 

The above, of course, only suggests the availability of ex- 
portable goods in which Venezuela is efficient and does not 
touch upon the existence of future demand for oil. However, 
the political situation in the Middle East (the oil source which 
Venezuela fears most) and the cold war do not suggest much 
lessening of demand for oil. Also, the ownership of Vene- 
zuelan oil is such that she need not fear competition from oil 
controlled by American firms unless she harasses those com- 
panies in Venezuela. The American firms are unlikely to allow 
their Venezuelan holdings to become valueless as a result of 
competition from other American holdings. Since U. S. firms 
control over 70 per cent of the world’s petroleum reserves ° 
this point is very significant. 


Depreciation of the Oil Dollar. Because the equilibrium rate 
of exchange is probably somewhere between the oil rate and 
the rate for coffee and for cacao, the substitution of a uni- 
form exchange rate for the present multiple exchange rates 
would probably mean that the exchange rate for purchases of 
the oil industry would be depreciated. 

In the past, officials in Venezuela have argued against de- 
preciation of the bolivar for oil because it was felt that fewer 
and not more dollars would be earned—that the oil companies’ 

» Sherman Abrahamson, “The Shifting Geographic Center of Petro- 
leum Production and Its Effect on Pricing Systems,” Economic Geog- 
raphy, Vol. 28, October, 1952, p. 300. 
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demand for Venezuelan resources was inelastic. Concern over 
this problem is essentially inconsistent with previous argu- 
ments since a decrease in dollar earnings would force a further 
depreciation of the bolivar, thus aiding the agricultural sector 
of Venezuela. In addition, there are several other criticisms 
to be made of the official argument. 

Given sufficient time, the Venezuelan government could in- 
crease the bolivar taxes on the oil industry in such a way as 
to stabilize the dollars earned by Venezuela, should deprecia- 
tion reduce the oil companies’ dollar expenditures in this 
country. But it is not at all obvious that dollar expenditures 
will fall. 


First, in the short run the supply of labor to the oil indus- 
try is likely to remain unchanged. Then to the extent there 
is competition among the oil companies in the labor market, 
the bolivar price will tend to rise by the amount of the depre- 
ciation to the point where the oil companies are paying as 
many dollars as before. Second, in spite of the fact that labor 
constitutes a small portion of the total cost of production in 
the oil fields, it does not follow that the long-run demand for 
labor will be inelastic. The elasticity of demand for a factor 
is a function of the substitutability in production of that factor 
for other inputs. The greater the elasticity of substitution, 
the greater the elasticity of demand for the factor under con- 
sideration. However, in one case this is misleading. 

If there were no possibility of substituting one factor for 
another, but if economies of large-scale industry existed, then 
the elasticity of demand fora factor (say labor) may be large." 
For example, if a given percentage reduction in wages causes 
an equal percentage fall in other costs of production per unit 
of output, then the elasticity of demand for labor will equal 
the elasticity of demand for the product produced by that labor. 
The result of a fall in wages is to expand output and, because 
of the economies of large-scale enterprise, other costs per unit 
of output also fall. Inasmuch as the costs of the other inputs 
are falling, the marginal net product of labor (gross product 
minus the costs of the other inputs) does not fall as fast when 


* Joan Robinson, The Economics of Imperfect Competition, (London: 
Macmillan, 1933), p. 263. 


VENEZUELA AND MULTIPLE EXCHANGE RATES d5 


the quantity of labor used increases. Along with certain sup- 
ply factors, it is the marginal net product of labor in the long 
run which determines the wage paid to laborers and the 
amount of labor hired. While nothing can be proven by this 
analysis, it does show that the elasticity of demand for labor 
by the oil companies could be much greater than that sup- 
posed in the official arguments. 

Because it may be a source of confusion, it should be pointed 
out that the decline in wages consequent to devaluation would 
be a decline measured in dollars. The likely event is that 
wages in bolivars would either rise or at least stay the same 
and certainly not fall. This is because the depreciation of the 
oil dollar would tend to increase the oil companies’ demand 
for labor. The oil companies can pay higher bolivar wages 
because each dollar is worth more bolivars. 


Revenue. Because Venezuela’s multiple rates yield revenue 
for the state, any decision to unify the rates must take into 
consideration the importance of that revenue and possible al- 
ternative sources. The exchange rate system produces revenue 
because the authorities buy dollars cheaply from the oil com- 
panies and sell them to persons needing foreign exchange at a 
higher bolivar price. 

During the postwar period the rate system has produced 
revenue equal to about 5 per cent of the government’s total 
income. While 5 per cent is not an unimportant amount, it 
hardly constitutes an insurmountable obstacle on the path to 
unification. This is particularly true when we realize that 
Venezuela has been making great advances in the last ten 
years in the use of the personal income tax, making the income 
tax a more successful and acceptable source of revenue. The 
income tax has large potentialities for further use since the 
normal tax is very low and the surtax on the highest bracket 
of taxable income is but 26 per cent and on the lowest it is 
114 per cent. 


An Inconsistency. One arresting aspect of Venezuela’s trade 
control system is the seeming inconsistency between the pro- 
gram of agricultural autarchy as found in the high tariffs, 
quotas, and mixing regulations on imported food products on 
the one hand and the program of subsidizing the exportation of 
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coffee and cacao on the other hand. Since the various uses of 
land and labor are alternative ones, to subsidize coffee and 
cacao production is to deter production of other agricultural 
products, and vice versa. While it is probably true that most 
of the land used in the production of coffee would otherwise be 
wasted, the same is not true of the labor used therein. 

This inconsistency, however, might be resolved by viewing 
the two programs as a “back-to-the-farm”’ movement irrespec- 
tive of whether the output is for external or internal consump- 
tion. Thus Venezuela’s agricultural program perhaps is to 
subsidize agriculture against oil, not to subsidize particular 
forms of agriculture against other forms. 


The Gain from Trade. The pertinent question then becomes 
whether or not Venezuela should subsidize agriculture against 
the competition of the oil industry and the industries depend- 
ent on it. We have attempted to answer this question in part 
by noting that Venezuela’s fear of the oil industry may well 
be unfounded. 

By restricting Venezuela’s exports (labor and the rights to 
extract) to the oil industry is Venezuela getting the best that 
she can out of international trade? 

Viewed rather generally, Venezuela is hurting herself by re- 
stricting the importation of various foods, particularly since 
part of the population lives on such a low plane. By restrict- 
ing her imports she is forcing resources into protected occu- 
pations. This means that she does not export as much to the 
oil companies as she might and thus earns fewer dollars 
(assuming cheaper labor in terms of dollars though not in 
bolivars would mean more dollars) with which she could im- 
port. Also, by subsidizing coffee and cacao exports she tends 
to deter the movement of resources from those occupations 
to oil where they can produce more foreign exchange because 
they are more eflicient there. This means that Venezuela re- 
ceives fewer imports for her exports. 

On a somewhat higher plane of analysis, the case against 
Venezuela’s multiple rates is perhaps not so strong. Vene- 
zuela is exporting her resources to the oil companies at a rate 
of exchange of 3.09 bolivars per dollar and importing from 
the world at a rate of about 3.85 per dollar. This latter esti- 
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mate is obtained by adding to the exchange rate the ad valorem 
equivalent of the duties imposed on imports.’ 


From these figures one is tempted to argue that Venezuela 
does not trade enough. The reasoning might be the following. 
To earn a dollar, Venezuela exports resources (labor, etc.) to 
the oil companies that are worth 3.09 bolivars. But a dollar 
earned in such a manner can be used to import goods worth 
3.85 bolivars in the Venezuelan home market. Since the ex- 
penditure of an additional 3.09 bolivars of Venezuelan re- 
sources will bring back goods worth 3.85 bolivars, it would 
appear wise for Venezuela to expand her exports and imports. 
This could be done by depreciating the bolivar for the oil com- 
panies‘ purchases (assuming the demand is elastic) and ap- 
preciating the rate for imports. Making these changes in the 
exchange rates would tend to bring Venezuela’s system toward 
a unified rate. But this analysis overlooks one important 
matter—another 3.09 bolivars of resources sold to the oil 
companies might not earn another dollar as will be analyzed 
now. 





Assume that to induce the oil companies to purchase an- 
other 3.09 bolivars worth of resources would require that the 
dollar price of those resources fall so that instead of earning 
another dollar, Venezuela earns only 80 additional cents. 
With the exchange rate being 3.35 bolivars per dollar for im- 
ports plus a 15 per cent duty (3.85 bolivars per dollar in all) 
these 80 cents would bring back goods worth 3.09 bolivars in 
the Venezuelan home market. In this case there would be no 
advantage for Venezuela to expand her exports and imports 
as suggsted above because exporting resources worth 3.09 
bolivars brings back goods worth 3.09 bolivars. 


‘The ad valorem equivalent works out to about 15 per cent but this 
figure certainly underestimates the price-increasing effects of Vene- 
zuelan trade restrictions since it does not take account of the various 
import quotas and mixing regulations as well as the prohibitive tariffs. 
However, how significant this is to the following analysis is not clear. 
These restrictions have the effect of increasing imports of other items not 
subject to such severe burdens. Whether this tends to increase imports 
of relatively high or relatively low tariff items will affect the ad valorem 
equivalent upward or downward. 
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In the short run, the latter situation is the more realistic 
one. That is, in the short run to induce the oil companies to 
take on more labor it will be necessary to reduce their wage 
costs measured in dollars. In the long run however this is not 
necessarily so as we saw in the discussion of the depreciation 
of the bolivar for oil. 

This analysis has preceded under at least one highly ques- 
tionable assumption: that prices reflect Venezuelan social 
values. That is, we indicated that there would be no advan- 
tage to Venezuela in increasing exports and imports if ex- 
porting resources worth 3.09 bolivars brings back goods worth 
3.09 bolivars. But it seems reasonable to argue that the social 
value of resources working for the oil companies is much 
greater than the price in the market place indicates. This 
seems true for the reason that attracting resources to the oil 
industry increases labor’s contact with the industrial economy, 
with the techniques, attitudes, and advantages of mechanized 
production. With the goal of the industrialization of Vene- 
zuela, the importance of making men machine-conscious should 
not be underemphasized. 


The Loss from Trade. Returning to the matter of subsidiz- 
ing coffee and cacao while protecting other forms of agricul- 
tural production from imports, we might argue that Vene- 
zuela trades too much. 

It might well be to Venezuela’s advantage to use the re- 
sources now devoted to coffee and cacao production to produce 
the staples so highly demanded in domestic markets. 

The values of the resources which go into the production of 
one dollar’s worth of exported coffee and cacao are worth 4.80 
bolivars and 4.25 bolivars when the foreign markets for these 
products are soft. Now each dollar that is earned by export- 
ing coffee and cacao brings home commodities worth roughly 
3.85 bolivars in the Venezuelan market. Thus we can see that 
Venezuela is expending resources worth 4.80 and 4.25 bolivars 
to obtain commodities worth only 3.85 bolivars. Here it ap- 
pears that Venezuela is trading too much. Just looking at 
coffee and cacao, it would seem desirable for Venezuela to cut 
her exports of coffee and cacao and hence reduced her im- 
ports until their domestic values were equalized. This would 
occur at a unified rate. 
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In this instance we need not worry about the possibility of 
a change in the dollar price of coffee and cacao consequent 
to a reduction in Venezuelan exports. Venezuelan exports 
such a small percentage of the total world output of these 
commodities that variations in her production would probably 
leave the world price unchanged. 

But against this reasoning one may argue that if Venezuela 
cut her exports of agricultural products then she would have 
no insurance to cope with a decline in oil exports. However, 
we have shown that this fear may be unfounded and we may 
now add that the insurance might be unnecessary if Venezuela 
would use its own resources for the production of domesti- 
cally-consumed products rather than for the production of 
coffee and cacao for export. The insurance “premium” in 
Venezuela has taken the form of her ‘“most-likely” alternative 
exports. Surely the alternatives should not be limited to ex- 
ports only but should include the whole range of alternatives 
in the Venezuelan economy. In that case agricultural produc- 
tion for local markets is perhaps the ‘“‘most-likely” alternative 
to oil. 

In addition, one wonders how good coffee and cacao are as 
sources of insurance compared to oil. A recent study * shows 
that the average year to year fluctuations in the foreign ex- 
change proceeds of coffee, cacao, and petroleum for certain 
countries were about the same—20 per cent—from 1901 
through 1950. In one important respect petroleum showed 
itself to be a more suitable export. In periods of cyclical 
downswings the average percentage fall per year in petroleum 
proceeds was about half as large as that for coffee and cacao. 
Conversely, in periods of cyclical upswings the figure for petro- 
leum was only somewhat less than that for coffee and cacao. 


The Decision of the Fund 


The Venezuelan delegate to the International Monetary 
Fund released in October, 1952 the text of the resolution by 
the IMF which approved the continued use by Venezuela of 
multiple exchange rates.°® 


§ United Nations, Instability in Export Markets of Under-Developed 
Countries, (New York: 1952), pp. 53 f. 
9 El Nacional, October 15, 1952. 
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In the text of the resolution the IMF noted, among other 
things 1) that the multiple rates were not utilized for balance- 
of-payments reasons and that the bolivar was freely convert- 
ible, 2) that political and administrative difficulties would be 
involved in removing the multiple rates, 3) that there was a 
small margin between the different rates, and 4) that unifica- 
tion of the rates would present substantial difficulties which 
only can be overcome during a period of time permitting an 
internal economic adjustment or the introduction of acceptable 
alternatives to multiple exchange rates. 

How much weight should we give to the fourth point? No 
doubt there would be significant and difficult adjustments if 
Venezuela were to change to a uniform rate. But the impor- 
tant question, it seems to this writer, is when Venezuela shall 
make the adjustments. Shall they be at the pace Venezuela 
desires or shall the Fund prod? Does the existence of diffi- 
culties itself constitute a valid basis for postponement of Vene- 
zuela’s final unification of her rates? Or does the existence of 
difficulties plus active efforts on the part of Venezuela to re- 
move the difficulties form the only correct basis for permitting 
Venezuela to continue her rate practices? In this latter re- 
gard it is perhaps important to note that the Fund did not 
mention any progress in removing the fundamental difficulties. 
Might one even argue that Venezuela should have rid herself 
of the difficulties by now since she was on notice from the day 
she signed the Articles of Agreement more than six years ago 
that her multiple rate practices would eventually have to be 
removed? How long can one postpone without losing sight of 
the goal? 

The third point raises a question of degree. The Articles 
of Agreement appear to define a multiple rate system as one 
including at least one spot rate varying from par by more than 
1 per cent. Even when coffee and cacao exchange is sold at 
par (coffee has been since March, 1950) this is the case be- 
cause the oil rate is 3.09 and the par is 3.35. Does the Fund’s 
decision mean that the 1 per cent rate is being replaced by 
administrative discretion? The dangers and difficulties of such 
a change in policy are obvious. How small is “small”? Will 
such a decision open the way for demands by other countries? 
Since the objective with respect to exchange rate systems may 
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now be less specific, will efforts to meet this changed objec- 
tive be relaxed? 

What of the second point, concerning the political and ad- 
ministrative difficulties of unification? What are the admin- 
istrative difliculties? It would seem, in terms of international 
exchange operations, that returning to a unified rate would 
reduce administrative problems rather than increase them 
since it would reduce the government’s role in the foreign 
exchange market. Perhaps the IMF was referring to the 
difficulties of internal economic adjustment discussed above; 
yet that seems unlikely since that point was mentioned else- 
where in the Fund’s statement. 

Concerning the Fund’s reference to political difficulties, 
should we conclude that the IMF may have accepted a crite- 
rion for exchange rate adjustments which makes more difii- 
cult the eventual removal of all forms of trade and exchange 
control? Carrying the Fund’s statement to the extreme, Pro- 
fessor Nurkse’s theory of the equilibrium rate of exchange 
and the age-old purchasing power parity theory are either 
wrong or irrelevant; the true theory would be a political power 
parity. Of course, the Fund’s mention of the political prob- 
lems may be no more than a reflection of that unfortunate 
clause in the Articles of Agreement which prohibits the Fund 
from objecting to exchange rate adjustments on the basis of 
the domestic social or political policies of the member pro- 
posing an exchange rate adjustment (Article IV). 

In the face of significant political difficulties—a point on 
which there is disagreement—one still may wonder if the 
Fund’s statement was correct. Would it have been better for 
the Fund to criticize Venezuela’s system on economic grounds 
perhaps thereby strengthening the hands of those Venezuelans 
who oppose the multiple rate system? With the moral weight 
of the Fund behind them, there might be a greater chance of 
overcoming the political problems. In fact, this is one of the 
major reasons for the existence of many of our international 
organizations—that world opinion can be brought against 
local vested interests. 

Does the first point, that the rates are not used for balance- 
of-payments reasons and that the bolivar is convertible, indi- 
ate a change in the Fund’s attitude toward exchange restric- 
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tions? Should the Fund’s resolution be interpreted to mean 
that it does not disapprove of multiple rates when they are 
used for purposes other than controlling a balance-of-payments 
problem? From the fact that the Venezuelan delegate re- 
quested the Fund’s permission to continue her currency prac- 
tices on the basis that the rates were needed to protect the 
coffee and cacao industries, it might appear that the Fund was 
not disapproving of multiple rates when used for protective 
purposes. 

If this be the case then the Fund may have relaxed its pre- 
vious policy. In a memorandum to all members dated Decem- 
ber, 1947 the Fund expressed its attitude by saying “Early 
steps should be taken toward the removal of multiple currency 
practices which are clearly not necessary for balance-of-pay- 
ments reasons.” 2° In such cases, ample time was to be made 
available to remove the rates and install appropriate sub- 
stitutes. 


In still another respect the Fund may have changed its 
announced policy. In the same memorandum referred to 
above, the Fund indicated that it preferred stable multiple 
rates over fluctuating ones. Yet in the case of Venezuela the 
system includes two rates which vary with market forces, 
i. e. with the world prices of coffee and cacao. Furthermore 
the Fund placed a higher priority on stable rates for current 
transactions than for capital movements. But in the case of 
Venezuela it is capital that moves at a fixed rate while coffee 
and cacao move at changing rates. 

The significance of the Fund decision is not entirely clear. 
But sufficient doubts are raised by it to make one wonder about 
the future of the IMF. Here is a country without a balance- 
of-payments problems yet the IMF was unable to induce Vene- 
zuela to take steps in the spirit of the Article of Agreement. 
Surely it is pointless to blame the Fund. In the case of a 
country with no balance-of-payments difficulties, the IMF can 
only rely on moral suasion. If Venezuela were hard put for 
dollars, the IMF might have threatened to cut off Venezuela’s 


10 This was published in the Funds’ First Annual Report on Exchange 
Restrictions, pp. 13% ff. 
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access to the IMF’s resources. But even this measure might 
have been ineffectual. 

At the same time one feels compelled to compliment Vene- 
zuela (or perhaps more accurately, the oil companies) for the 
convertibility of the bolivar. The Venezuelan trade controls 
and currency practices are few in comparison to the maze of 
controls used by most of the rest of the world. Yet one won- 
ders if applause should be granted for this minimum of con- 
trols;.perhaps the actions of a country should be judged by 
what it could have done. 

The only optimistic aspect of the Venezuelan case is the 
Fund’s statement that she does not object to Venezuela’s con- 
tinued temporary use of multiple rates. But this is equivocal 
since 1952 was the year, according to the Articles of Agree- 
ment, when the so-called “transitional period” came to an end 
and when it was hoped that all controls on current transactions 
would be removed unless Fund permission was granted for 
their continued use. Furthermore, it is perhaps significant 
that the Venezuelan delegate who released the text commented 
that the Fund’s decision meant that Venezuela could continue 
to use her multiple rates indefinitely.'' 

The Venezuelan case appears to be an opportunity lost for 
the Fund. If the Fund had been able to induce Venezuela to 
unify her rates it would have set an excellent example to the 
other member nations and perhaps they would have increased 
their efforts toward unification. Furthermore it would have 
given the Fund a much needed “victory” in its efforts to re- 
move exchange controls. Certainly the balance of payments 
was not an obstacle to unification of Venezuela’s rates. 


11 Since, under the Articles of Agreement, Venezuela must consult 
with the Fund each year henceforth, the delegate probably cannot 
mean that the Fund has given a standing approval; presumably he means 
that the Fund’s decision indicates that it will continually grant approval 
in its future consultations. 








Ten Problems of Point Four 
By JOHN M. HUNTER AND WILLIAM H. KNOWLES* 


Many other countries of the world suffered more severely 
than we did during the depressed decade of the ’thirties— 
particularly those countries we now call underdeveloped. 
Prices of their exports fell more than prices of things they 
imported. Tariff barriers were raised against their products. 
Industrial nations reduced the quantities of materials im- 
ported, and poor countries had difficulty earning funds with 
which to pay for necessary imports from the more advanced 
countries. In this situation, the seeds of nationalism were 
sown, and the clamor for self-sufficiency and independence 
from foreign markets began to make itself heard. The decade 
of the ’forties for these countries was characterized by high 
export prices and abundant foreign exchange; but because of 
shipping shortages and necessary preoccupation with the 
prosecution of World War II, industrial goods were extremely 
scarce for the underdeveloped nations. This nurtured the 
seeds of nationalism, and during and immediately after the 
war they appeared in full bloom as a concerted, universal pres- 
sure for “economic development’’—usually taken to mean 
‘“‘industrialization’”—for the underdeveloped nations of the 
world. 

President Truman formally recognized this outspoken desire 
and the interests of the United States in doing something about 
it when he suggested what has now come to be known as the 
Point Four program: 

“We must embark on a bold, new program for making the 
benefits of our scientific advances and industrial progress 
available for the improvement and growth of the underdevel- 
oped areas. . . . I believe that we should make available to 
peaceloving peoples the benefits of our state of technical knowl- 
edge in order to help them realize their aspirations for a 
better life... .” 


* Department of Economics, Michigan State College. 
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President Eisenhower’s inaugural address indicated that his 
administration will likely include a continuation of such a pro- 
gram as an integral part of our foreign policy. 

The program has, in essence, been a global attack on ex- 
treme, concentrated poverty through an effort to share “know 
how” or technique. As such it has become one of the most 
significant and adventurous educational experiments of our 
time. From the beginning, the philosophy has been one of 
economy and for the three years ending June, 1953, congres- 
sional appropriations have been $16.8 million, $126.9 million, 
and $138.9 million respectively... By the end of September, 
1952, the program was well underway as evidenced by the fact 
that some 1,346 Americans were abroad in 35 countries work- 
ing on Point Four projects and 810 trainees from the same 
number of countries were studying in the United States. 

The objectives of the program can be scrutinized from two 
points of view—that of the American taxpayer and that of the 
inhabitant of the underdeveloped nation. The objectives for 
both are obvious. The program fits well into our foreign policy 
of (1) the maintenance of as many areas as possible on the 
roll of the anti-Soviet (or at least the non-Soviet) bloc, (2) 
the preservation and expansion of raw material supplies, and 
(3) the expansion of international trade and cooperation. 
For some American taxpayers, altruistic humanitarianism 
may be sufficient justification. For the billion plus people of 
the underdeveloped areas of the free world, the principal con- 
cern is to find some way to rid themselves of extreme poverty— 
their annual per capita income is estimated to be around $80, 
less than one-fifteenth that of the United States. 

“Economic development” is really ‘economic history”, and 
when we consider it in this light, the enormity of the task 
which Point Four undertakes is apparent. It is not surprising 
that a number of important questions arise from it—some 
economic, some political; some with answers, some whose 
answers elude us. We want to suggest here some of the im- 
portant questions which the Point Four program raises and to 
suggest the settings in which the problems exist. 


1 These amounts exclude administrative costs and contributions of the 
United States to international development organizations. Point Four 
Fact Sheet No. 1, October 22, 1952, Technical Cooperation Administration. 
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(1) Can sufficient economic progress be achieved in time to 
serve the political objectives of the program, viz. to prevent' 
the underdeveloped countries from aligning themselves with 
the Communists ? 

Economic development, however technically defined, is not 
a process which occurs rapidly. It is an evolutionary process; 
it is the story of economic history. One might well, for 
example, consider the United States as an underdeveloped area 
from 1650 or earlier to certainly as late as 1850 and possibly 
as late as 1914. At least two centuries were required to com- 
plete the transition in an environment generally considered 
favorable to economic development. Today, with the aid of 
the more advanced countries, the process may be subject to 
some speed-up; certainly economic development in one sense 
can be obtained under forced-draft circumstances as evidenced 
by growth in the Russian economy since 1928. 

Perhaps by examining a couple of the important variables 
in the process of economic development we can obtain an in- 
sight into the interdependencies and complexities which make 
it such a time-consuming process. One of the reasons why 
economic development has not occurred more frequently and 
more rapidly is because purchasing power of the masses is so 
low. Why has this been the case? (1) In conditions of abject 
poverty, it is very difficult to save anything out of current 
production for capital investment—tools with which to work; 
workmen with poor tools can’t earn much. (2) Workers are 
ignorant—ignorant of the best production techniques, of 
simple mechanics, of collective bargaining techniques, of the 
possibilities of alternative job opportunities. We have little 
idea how much the high level of formal education and in- 
formal education (e. g. living in an age where everyone neces- 
sarily becomes familiar with fairly complex mechanical prin- 
ciples through the gadgets and widgits which surround us) 
contribute to industrial and agricultural productivity in the 
United States. (3) Markets are limited. Unless the products 
produced are readily saleable, workers’ incomes are bound to 
be low. And markets are limited partly because purchasing 
power is low, partly because no mass information media are 
available for informing the populace of the products available, 
and partly because transportation systems are expensive, im- 
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properly organized, or nonexistent. These answers are not 
intended to be exhaustive but merely suggestive. 

If the above analysis is correct, some remedies for low pur- 
chasing power suggest themselves: (1) better tools (more 
capital) to work with—but accumulating these requires a 
higher income so some of it may be saved, (2) a higher level 
of education—this is a social investment and requires years to 
accomplish startling results, (3) better transportation—also 
capital investment and sometimes difficult to get in advance 
of the development of markets, (4) better mass information 
media—we can hardly expect the very poor to buy newspapers 
which they can’t read or to buy radios when they have never 
seen an electric light outlet. We do not intend to disparage 
the Point Four effort, but to point out the complexity and 
interdependencies of economic development. As we have seen 
it, it has been a dynamic, sometimes violent process of con- 
tinued push and pull, and adjustment and readjustment 
among the many components of one economy. In short, eco- 
nomic development is economic history and is a time consum- 
ing process. 





The real enemy in the underdeveloped countries is not the 
U.S. S. R. but the tyranny of poverty and the concommitant 
political and economic feudalism.* Desperate measures are 
necessary to escape this tyranny, and awakening peoples all 
over the world are ready to take these measures. Essentially 
two choices confront them: (1) communism, which offers to 
take over and solve the problems of the masses for them— 
promises which do not have to be kept once the desired politi- 
cal control is obtained, (2) some form of political and economic 
democracy which offers to help the masses solve their own 
problems. Both are revolutionary. 

This is one of the major problems of Point Four: can it 
produce really convincing results before the communists can 
make their promises convincing? 

(2) Point Four sometimes seems to work at cross purposes 
with two basic U.S. objectives—economy and building a strong 
Europe. How can these be reconciled? 


2 Alternatively, Justice Douglas has called feudalism the greatest 
political strength Russia has in these parts of the world. 
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There can be no substantial reduction in the national budget 
or in taxes so long as the threat of world revolution exists. 
This does not mean endorsement of wasteful expenditures. 
The stakes are too high and the costs are too staggering to 
permit such a luxury. The real issue is whether expenditures 
for economic development in backward areas represents an 
extravagance taxpayers can ill afford to bear. Many are 
scornful of “world W. P. A.’s, T. V. A.’s on the Danube, and 
milk for every hottentot.”” Only direct military aid to those 
with troops ready and willing to fight communism is economi- 
cal, it is argued. This is penny wise and pound foolish. Such 
a view looks at our emergency as purely a military problem, 
one of offsetting the military strength of Russia. When it is 
understood that world revolution against poverty is the basic 
emergency, then it becomes apparent that military right is 
not alone the cure. The ferment of the masses of the world 
cannot be crushed with military oppression, but it can be chan- 
nelled into desirable objectives with more productivity, jobs, 
and dignity. Unless the United States assumes an aggressive 
role in economic development, the impoverished and oppressed 
of the world will turn to the empty promises of communism. 

To regain economic strength, England, France, Holland, 
and Belgium need the raw materials of their colonies at low 
prices. If the United States competes for the purchase of 
these raw materials with dollar exchange the “mother coun- 
try” suffers. If the colonies are assisted in developing their 
own industries to process their raw materials, the “mother 
countries” both lose a source of materials and find new com- 
petition on world markets. England and France do not wel- 
come our assistance to their colonies unless financial controls 
remain in Europe. On the other hand, the colonies demand 
greater independence, more home rule, a broadening of the 
democratic process, and the end of racial discrimination. In 
our own revolutionary tradition we sympathize with these 
aspirations. Positive assistance to turn the world revolution 
from communism is considered uncalled interference in “inter- 
nal affairs” by the nations of Western Europe. While in 
reality the alternatives may not be so extreme nor the prom- 
ises of success in either course assumed, this is a problem 
which both the United States and European nations must 
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face. Astute statesmanship and compromise seem necessary 
in order that both objectives not be lost. Genuine assistance 
to economically backward areas may result in the loss of co- 
operation of the Western European powers. At this point we 
must decide which policy is most likely to be to our advantage 
in averting a communist-dominated world revolution. Assum- 
ing for the moment that no middle ground is possible, the 
choice appears to be between securing Western Europe with 
its great industrial potential, or securing South Asia, the 
Middle East and both North and South Africa, with its man- 
power. Recent U. N. discussions of the affair of Morocco and 
the French reactions thereto supply an excellent example. 

(3) How can we reconcile our faith in free, private enter- 
prise with a minimum of governmental interference and the 
fact that the first step in planning economic development is 
the establishment of a powerful governmental bureau in each 
of the underdeveloped countries to do the job? 

There is a difference between government interference with 
and government service to private enterprise. The American 
free enterprise tradition rightly opposes unnecessarily restric- 
tive regulation and governmental favoritism to special inter- 
ests. In many underdeveloped areas government interference 
does stifle enterprise and initiative, particularly among those 
in small businesses who are struggling to expand their opera- 
tions. Removal of crippling regulation is important in help- 
ing underdeveloped areas solve their own problems. 

Our free enterprise philosophy, however, has never opposed 
government assistance in making the free enterprise system 
function more effectively. Our government has served busi- 
ness by collecting, and distributing vital business statistics, by 
the services of the Bureau of Standards, Coast Guard, weather 
bureau, a multitude of research and information services, and 
providing a monetary system geared to the needs of modern 
business. Supplying roads, schools, and basic utilities, such 
as water, sewage, fire protection is a function of government 
often taken for granted. Regulation of monopoly, misleading 
advertising, and adulterated products is accepted as necessary 
to the survival of a free enterprise system. We have not hesi- 
tated to subsidize those industries deemed necessary to eco- 
nomic welfare, but which could not survive without assistance. 
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There is no contradiction between free enterprise, capitalism 
and a government program to create an environment favor- 
able to business. 

“Operation boot strap” in many backward areas involves 
expanded governmental activities to provide conditions which 
will stimulate private activity. Such a program frequently 
includes such things as agricultural research, low-cost, long- 
term loans, market information, an efficient net-work of roads, 
good water supply, improved port facilities, and expanded 
trade school training. The important factor is not the expan- 
sion of government bureaus but whether the bureaucracy 
serves and stimulates private initiative or whether it acts in 
a condescending and benevolent fashion which creates fur- 
ther dependence upon government action. The blight of many 
backward areas is that people look to their governments for 
all assistance and blame their government for all their troubles. 
Such an attitude is often fostered in colonial areas by a foreign 
trained civil service which treats the public as wayward little 
children. 

(4) If we must deal with existing governments, how can we 
get them to adopt reforms necessary for economic develop- 
ment? Often the existing governments are controlled by the 
wealthy landowners who strongly resist any land reform, for 
example, which experts insist is a necessary part of develop- 
ment. 

Many underdeveloped areas are ruled by an aristocracy of 
landlords and military leaders. Such governments are hardly 
interested in reforms which would promote democracy and 
free enterprise capitalism. Here lies a paradox. If we extend 
aid to such countries with no strings attached, the rich only 
become richer, basic economic problems remain unsolved, and 
the United States is regarded as a fool by reactionaries and as 
an “instrument of fascistic oppression” by radicals. On the 
other hand, if we demand internal reform, the cry of “‘capital- 
istic imperialism” is heard from all sides. Our tendency has 
been to avoid being branded as imperialists, and to help any- 
one who is anti-communist. In so doing we fail to solve 
one of the basic problems of underdeveloped areas, and find 
ourselves allied with ruling cliques that may prove to be a 
serious liability to us. 
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Such a policy is not only self-defeating, but at variance with 
our revolutionary tradition. The restless masses of the world 
who clamor for land reform, equality of opportunity, free 
education, end of dominant military cliques, and greater democ- 
racy are fighting for things we have already fought for and 
won. Unless helped, they will be duped into communism by 
default. First, we must convince existing governments that 
reform is necessary for their own survival. We must under- 
stand and they must understand that we can not support cor- 
rupt and decadent governments simply because they are cur- 
rently against communism. At the risk of being denounced as 
imperialists, we must insist upon those reforms which experts 
advise as necessary to development. 

A word of caution is needed, however. There are some re- 
forms which the people want, but which their governments 
oppose for selfish reasons. Other reforms are necessary to 
development, but are not in harmony with existing values and 
cultural patterns of the people. Finally, there is danger of 
imposing the “American way of life’ upon foreign cultures 
whether or not it contains values necessary to economic de- 
velopment. Regarding the first, let us be revolutionaries. 
In the second case, education to the desirability of change is 
necessary. In the last instance, let us not be chauvinists. 

(5) Will Malthusian Law of population thwart economic 
progress in underdeveloped areas? 

Malthus’ Law states that population tends to outrun food 
supply, keeping the standard of living for the mass of people 
at a subsistence level. This pessimistic prediction of Reverend 
Thomas Malthus in 1798 has caused economics to be described 
as the dismal science. In Western Europe and North America, 
however, increasingly high levels of productivity together with 
planned parenthood have operated to invalidate the “law”. By 
contrast, the Malthusian law appears to be the economic law 
of the land for most underdeveloped areas. Every advance in 
productivity is cancelled by an increase in population espe- 
cially through lower infant mortality and infanticide rates and 
through increase in life span. This grim fact is the number 
one problem in the development of economically backward 
areas. Unless this problem is solved there is little point in 
attempting to solve the other problems. Population pressure 
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has caused many experts to give up in despair, declaring the 
whole problem of development of backward areas to be doomed 
from the start. 

This is not to say that there is not lively debate over the 
population problem. Those who oppose birth control on reli- 
gious and moral grounds frequently argue that (1) there is 
enough potential food supply to feed even large populations 
if we devote our energies producing and distributing it, and 
(2) large parts of the world are relatively underpopulated and 
free movement to these areas should be permitted. Neo- 
Malthusians doubt that food supply can keep pace with the 
population in many parts of the world. Furthermore, under- 
developed areas are often in the unfortunate position in which 
they can contribute little toward increasing the world’s food 
supply or benefit from such increases. Finally, the great up- 
heaval taking place among the populations of underdeveloped 
area is motivated by more than a desire for additional food. 
They want a higher material standard of living. This requires 
certain scarce metals, such as tin, nickel, lead, and zinc, whose 
supply is even more inflexible than that of the supply of food. 

Migration offers a partial solution, but it also has serious 
shortcomings. Few people would be willing to reduce their 
own standards of living in order to accommodate those who 
persist in breeding without moral or artificial restraint. A 
society may be morally right to refuse to practice birth con- 
trol and to live a subsistence level, but it is doubtful that they 
have a moral right to then demand the living space of societies 
having different values. Nevertheless, there is room in many 
parts of the world for immigrants from overpopulated areas 
without seriously affecting the standard of living. 

While arguing that efforts should be made to increase the 
food supply and to remove unreasonable immigration barriers, 
most specialists hold that birth control is most important in 
removing the pressure of population upon production. This 
is easier said than done. Many religious oppose the use of 
contraceptives. In some societies, the people have no desire 
to reduce the size of their families. They want the advan- 
tages of Western civilization, but they do not wish to pay this 
particular price. Finally, the cost of even the most inexpen- 
sive contraceptive devices is often far too expensive for the 
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peoples of underdeveloped areas. Thus far there has been no 
major effort to spread information regarding contraceptives, 
to establish planned parenthood clinics, and to subsidize con- 
traceptives on a large scale in underdeveloped areas. It has 
been an underground movement. The solution must ultimately 
be in widespread, cheap education for the masses; unfortu- 
nately nations cannot afford this until their standards of living 
are reasonably high. 

To stem the tide of communism this issue must be squarely 
faced. The United States cannot survive as a rich and wealthy 
nation in a world of poverty. Half way measures, such as 
lending technical assistance, do not begin to solve the problem. 
In many ways, they only make the problem worse. 

(6) How can the dichotomy of interests between the indus- 
trial nations and the underdeveloped nations be resolved? 

The underdeveloped countries of the world are primarily 
producers of certain agricultural products for domestic con- 
sumption and one or a few semi-processed or raw materials 
for export. Most of their imports have traditionally been 
manufactured goods from the industrial nations. The for- 
tunes of the raw material producers have been especially poor 
in the last two decades. Prices received for raw materials, 
habitually fluctuate more than prices of industrial goods, and 
consequently during the ’thirties, prices paid for their exports 
fell a great deal more than prices they paid for imports. 
Tariffs were raised against their exports as industrial nations 
sought to provide employment by producing everything pos- 
sible at home. Events of the ’forties were by no means com- 
pensating for the suffering of the ’thirties. Raw material 
prices went up, and exports increased, but imports were not 
available; so the underdeveloped countries suffered a continued 
industrial goods shortage accompanied by severe inflations. 
Many of them accumulated substantial dollar and sterling bal- 
ances only to see much of their dollar holdings dissipated in 
the American inflation after 1946 when exportable goods were 
just beginning to become available and to have their sterling 
balances either blocked or at least not convertible into more 
useful currencies. It is no small wonder that an important 
motive of the underdeveloped countries is to rid themselves 
of such a high degree of dependence on the state of foreign 
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markets for the wherewithal to secure industrial goods. In 
short, they want to diversify their economies or to despecialize. 

Since the time of Adam Smith, economists have been preach- 
ing the benefits of international specialization. Is the “‘un- 
specializing” notion counter to generally accepted economic 
theory? Certainly it runs against the generally accepted logic 
of free-trade theorists such as Smith, Ricardo, Mill, and Mar- 
shall, but only because they were primarily concerned with 
simple and abstract analysis. When one introduces the in- 
stability of the real world of international trade where some 
nations are strong, others weak, some poor, some producers 
of raw materials and some of industrial and where the perti- 
nent variables behave differently in different countries, one 
may well reach the conclusion that the benefits of specializa- 
tion are more than offset by the disadvantages of interdepend- 
ence.* The difficulty here is that neither the gains or dis- 
advantages are measurable; so, as yet at least, it is impossible 
to compute the costs of a despecialization policy. In short, 
the underdeveloped countries are buying their pig in a poke. 

The welfare question about how far they can go in diversi- 
fication programs without giving up more than they gain can 
be, and generally is, avoided. If productivity in the export 
industries can be stepped up so that Y amount of exports can 
be produced with fewer resources than before, then the ques- 
tion can be avoided by maintaining the status quo on exports 
and putting released factors of production to work elsewhere. 
In effect, the question is still there, and this procedure reduces 
the degree of specialization although this is not quite so 
apparent. 

One of the explicit objectives of our foreign policy is to 
maintain and to expand foreign raw material supplies. This 
is necessary because of our ever increasing expansion of in- 


* Our argument here is intentionally simplified. It is quite possible 
to argue and to cite cases where overspecialization (in the strictest sense) 
has occurred and that underdeveloped countries might profitably devote 
more of their resources to providing for their own needs rather than 
concentrating almost exclusively on exports. The orientation toward 
export markets is longstanding and due to many influences. This possi- 
bility complicates the analysis because initially gains without cost can 
be made by despecializing but if carried too far gains can only be pur- 
chased only by giving up the gains from specializing. 
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dustrial production, because of the tense political situation, 
and because of depletion of domestic supplies. Thus one of 
the purposes of Point Four is to increase the raw materials 
output of the underdeveloped countries while they are ex- 
plicitly trying to reduce their dependence on the same. There 
may be no real dichotomy of interests here because it may be 
possible for them to expand raw material output and at the 
same time expand output in other sectors of their economies 
even more so that both their objectives and ours will simulta- 
neously be satisfied. But the problem is an important one 
and may require considerable astuteness in handling when 
particular cases arise. 

(7) How can the new American trade philosophy be recon- 
ciled with those desired by, and perhaps necessary for, the 
underdeveloped countries ? 

United States commercial policy in the first third of this 
century was largely the result of unenlightened unilateral in- 
terest. It consisted primarily of ever-increasing tariffs‘ on 
foreign goods with little justifiable logic. Emotionalism and 
the particular interests of pressure groups were largely re- 
sponsible. But the beginnings of a lesson were apparent in 
the decade of the twenties. We had at least become a creditor 
nation and became concerned with how other peoples were 
going to be able to pay their debts to us and at the same time 
be able to buy our exports. This lesson was not translated 
into action due to violent interruption of events in 1929 and 
1930. A part of our reaction to this catastrophe was the high- 
est tariff ever—the Tariff Act of 1930 (Smoot-Hawley). 

Throughout the world, a wave of trade restrictions were 
instituted—partly in retaliation and partiy just reaction to 
the tenor of the times. Exchange controls, import quotas, 
expropriation of foreign investments, administrative impedi- 
ments to international trade, commodity control schemes, bi- 
lateral trade agreements, and other forms of trade restriction 
and discrimination became the rule rather than the exception 
to world trade patterns. 

By 1934 we were well into the socio-economic experimenta- 
tion of the New Deal. We were no longer vitally concerned 





! The Underwood Tariff of 1915 was an exception. 
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with how foreigners were going to pay their debts—the level 
of employment and the standard of living became of primary 
preoccupations. Our experience with the Smoot-Hawley Tariff 
seemed to indicate that high tariffs might not really do much 
to improve either. Restricting imports (dollar earnings of 
foreigners) reduced employment in industries with important 
export components * and at the same time resulted in higher 
prices for the things we consumed which were either imported 
or produced behind the iron curtain of tariff protection. In 
short, we began to realize that our commercial policies had 
produced painful effects abroad which ultimately rebounded 
as undesirable effects in the United States economy. As we 
became more aware of the significance of our export markets, 
we also became aware of the necessity to buy things abroad 
in order for foreigners to be able to buy from us. In those 
days, it was a question of “trade or no trade” rather than the 
current question of “trade, not aid.” 

The Reciprocal Trade Agreements program was passed in 
1934 in an effort to undo some of the harm done by the Act 
of 1930. The Agreements program has been continuously 
renewed and even liberalized in certain respects since its orig- 
inal adoption. The philosophy responsible for the Trade 
Agreements Program resulted in a much broader attack on 
the problems during World War II and in the years thereafter. 
Not only did we advocate lower tariffs but we advocated freer, 
multilateral trade throughout the world with such restrictions 
as exchange controls, quantitative trade controls, etc. being 
eliminated. Essentially, we were proposing that the world 
adopt, with us, a system of modified free trade. We had some 
degree of success in selling this objective as can be seen by 
examining terms of the Bretton Woods Agreement, the Anglo- 
American Loan Agreement, the Charter of the International 
Trade Organization (which was never ratified) and the Gen- 
eral Agreement on Tariffs and Trade. That these objectives 
have not been achieved is well known. 


” The significance of the export market to domestic industry is diffi- 
cult to calculate. It has been recently suggested, however, that if exports 
of agricultural goods were to decline so that 7 or 8 percent more goods 
were available for domestic consumption that prices of those products 
would fall by as much as 33 percent. Open Meetings, Department of 
Agricultural Economics, Michigan State College, No. 17, 1953. 
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But freer trade, fewer restrictions, lower tariffs are not 
likely to be useful to small, underdeveloped countries who find 
their firms small, inefficient, with poorly trained personnel 
and unpracticed labor having to compete with large, well- 
established firms of the industrial giants. These infant in- 
dustries justifiably require protection, and it is almost a cer- 
tainty that it will be provided by the countries concerned. 

Protection has been an important aspect of economic devel- 
opment in the past—examine our own use of it in the nine- 
teenth century—and it will be so in the future. Wise and 
patient statesmanship by the United States will be required 
to maintain a reasonable and enlightened commercial policy in 
spite of the desire for increased restrictions on trade in much 
of the rest of the world. 

(8) Can private investment of sufficient quantity be induced 
to flow to the underdeveloped countries? 

Foreign investment is generally agreed to be a requisite of 
rapid economic development for the coutries under considera- 
tion. It has been estimated that the underdeveloped countries 
will require $10 billion annually to raise living standards two 
per cent per year. This very substantial amount cannot likely 
be made available from public sources; Point Four explicitly 
places great reliance on the flow of foreign private investment. 

The flow of private foreign capital has been small since 1930 
because general business conditions were poor and because of 
fundamental differences in the thinking of investors and re- 
cipient nations. We may or may not be able to do something 
about providing fairly continuous, generally good business 
conditions, but the schism between the investor and recipient 
nations is an interesting and perplexing problem. 

Essentially, underdeveloped countries have done a good deal 
to discourage the investment they need so badly. Expropria- 
tions, discriminatory wage and labor legislation, refusals of 
exchange permits (or at penalty rates) for repatriation of 
earnings or profits, discriminatory taxation, requirements for 
certain percentages of local capital participation, etc. have all 
increased risks for the investor and made him unwilling to 
risk foreign investments. These restrictions have arisen partly 
for justifiable reasons and partly because foreign investment 
provides a convenient whipping boy in times of political and 
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economic crisis. Legitimate charges against foreign capital 
include: improper political meddling, imbalance in the develop- 
ment of economies with overemphasis on the export indus- 
tries, exploitation of labor and resources without proper bene- 
fits accruing to the countries, complete subjection of the in- 
terests of the countries to those of the investors. This list is 
certainly not complete and certainly does not apply to all in- 
vestors or perhaps even to any investor at all times. This list 
is given to suggest that capital receiving countries do have 
some legitimate complaints. 

On the other hand, private investors have reacted to the 
actions of the underdeveloped countries by abstaining in large 
numbers. Just recently, for example, a proposal affirming the 
right of any country to nationalize its resources without obli- 
gation to compensate private foreign investors was approved 
36-4 in the United Nations General Assembly." Investors are 
justifiably reluctant to invest in the face of such measures and 
other threatening legislation. 

The problem is simply put: underdeveloped countries need 
capital ; capital will not flow on terms now acceptable to under- 
developed countries; underdeveloped countries will not now 
accept foreign capital on its own terms. Some compromise 
is desirable and necessary. But this compromise is one which 
cannot be made rapidly nor can it rest solely on a legal basis. 
Essentially, good faith and good will must overcome mutual 
suspicions, and this is not an easy nor quick process. 

(9) Even if substantial amounts of private foreign invest- 
ment do become available, it is not likely that it will all be 
channelled into the proper fields. Particularly, where will the 
foreign capital necessary for railroads, electric power, high- 
way transportation, and irrigation come from? 

In general, private foreign investment may be expected to 
shy away from participation in what is loosely called “public 
utilities” for two reasons. First, these developments usually 
require a very heavy initial investment which can be recov- 
ered only over a very long period of time. The additional risk 
of foreign investment makes projects of this type fairly un- 


6 Foreign Policy Briefs, Department of State, Vol. II, No. 12, January 
2, 1953. 
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attractive to private firms. Second, because of their nature, 
these enterprises tend to be monopolistic and are subjected to 
rather strict governmental controls even in the relatively free 
enterprise economics. Or they are simply publically owned 
activities. The almost certain (and likely unfriendly) govern- 
mental regulation concomitant with this type of investment 
is a major deterent factor in this investment area. 

Governments of the underdeveloped countries may be able 
to borrow funds in the money markets of the world to secure 
foreign exchange for utility development. That is, they could 
sell their bonds in New York to get dollars to buy road-building 
machinery, hydroelectric power equipment, etc. This method 
was used frequently before 1930; since then, this type of in- 
vestment has not been popular because of the nearly universal 
defaults on government securities in the 1930’s. This tight 
situation may loosen up some in the future. 

It seems likely, however, that most of the foreign exchange 
necessary for these projects will have to come from inter- 
governmental loans or grants. Some may object to these inter- 
ferences with free enterprise and point out that utilities were 
developed privately (but not without foreign investment) in 
the United States. This is true enough, but the facts are that 
we now live in a world claiming to have a social conscience 
which will not permit the excesses, gouging, and graft that 
accompanied our own development.? 

Probably both the lending capacities of the International 
Bank and the Export-Import Bank would have to be expanded 
in order to provide the requisite funds. Possibly an expansion 
of the technique of governmentally guaranteed private loans 
in this area offers a compromise solution. 

(10) Where will the domestic funds come from to finance 
economic development ? 

The process of economic development involves much more 
than the making available of foreign exchange and “know how” 
to underdeveloped countries. Most of the expenditures in the 
process will be in domestic currencies, and most of the re- 


* One might also to bear in mind that development is change and that 
excesses and maladjustments are a part of the dynamic process. Alter- 
natively, growth may be in itself painful, and eliminating the pain may 
prevent or seriously retard the growth. 
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sources poured into the effort will be domestic resources. 
Some means of financing these expenditures and of securing 
the use of domestic resources must be found. 


Essentially there are three possible sources of funds avail- 
able: savings, taxes, printing press or bank created money. 
Savings are not apt to contribute substantial amounts to the 
requisite total because the people are poor and are not able to 
save much. Those who can save are often reluctant to invest 
in new and risky ventures. More often they buy land, short 
term mortgages, or invest in foreign securities. Existing tax 
structures cannot be expected to contribute great amounts 
either because, as they are now organized, they extract about 
all that can be expected. If tax structures could be revised 
so as to collect taxes from those who control the governments— 
the aristocracy in these semi-feudal societies—then a great 
deal more revenue could undoubtedly be attained. This stra- 
tum can hardly be expected, however, to submit voluntarily to 
burdensome taxation. The use of printing presses or the 
banking system to create money for financing expenditures 
is most likely to find widespread use. This is an inflationary 
but rather traditional means. For example, our own elastic 
banking system of the nineteenth century contributed a great 
deal toward greasing the path of economic development in the 
United States. But inflation these days leads to price controls 
which restrict change and may hinder development, and it 
may lead to decreased exports and an increased desire for 
imports which makes the foreign exchange problem worse— 
and may lead to even more restrictions on international trade. 


The use of domestic resources in large scale development 
projects is also apt to be inflationary. As workers are taken 
out of the fields and put to work building highways, schools, 
dams, factories, the production of consumer goods may decline 
without any decrease in the need for them. In fact, it is even 
likely that even more money than before will be competing 
for the reduced number of goods. This, too, will add to in- 
flationary pressures. Such a situation suggests that a possible 
solution lies in concentrating first on increasing productivity 
in existing activities—so that resources can eventually be re- 
leased without reducing the level of existing output. 
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CONCLUSION 


We have concentrated attention on some of the outstanding 
problems in the attempt to promote economic development. 
Only incidentally have we mentioned the hope such a program 
has and the importance of it. 

There is no denying that attempting to write future eco- 
nomic “history” on a global basis is a complicated affair filled 
with the possibilities of frustrations and failures. But the 
objectives of Point Four—or whatever the Republican admin- 
istration may choose to call it—are an important aspect of 
our foreign policy, and it is desirable that patience and forti- 
tude be applied in securing these objectives. 

We have not intended to write in criticism of Point Four; 
we are in sympathy with its general objectives and methods. 
In fact, we believe that it should not be Point Fou? at all but 
Point Four times ten. 





The Churches and Point [V 


By ROBERT A. FANGMEIER* 


Point IV was an old idea with a respectable tradition when 
President Truman announced the Government’s technical- 
assistance objectives in his 1949 inaugural address. Besides 
the decade of government work in Latin America, Christian 
missionaries had for more than a century made familiar to 
millions at home and abroad the concept of helping people in 
under-developed areas to help themselves. 

Along with their evangelistic message Protestant and Catho- 
lic missionaries labored with self-help and welfare projects in 
Latin America, Africa, the Near East and the Far East. Hos- 
pitals and schools were a traditional part of their programs. 
More recently, they have turned to agricultural assistance, 
housing, industrial self-help, and cooperatives. 

In the areas of the world with which Point IV is concerned 
the outreach of the churches is impressive. In these lands 
there are approximately 120,000 Christian village-churches 
with 12 million members. These are points of contact for the 
western world with at least a small degree of familiarity with 
technical assistance.! 

The 119 years of educational and hospital work in Iran by 
the Presbyterian Board of Missions is typical. The mission- 
aries concentrated for many years on these two objectives, one 
outgrowth of which is an agricultural extension program in 
their college. A number of this institution’s graduates are 
now receiving advanced agricultural training in the United 
States under the Point IV program." 

Challenged by the Government’s interest and the threat of 
communism the churs!:es are planning even more extensive 
technical assistance programs. The potential in this re-invigo- 


* Mr. Fangmeier is a Washington newspaperman, writing for numerous 
business and religious journals. 

1 Leaflet by Division of Foreign Missions, National Council of 
Churches, New York City. 

- Department of State, Point 1V Profiles (Economic Cooperation Series, 
No. 38, March 1953. 
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rated movement can be measured by the 2,500 technical assist- 
ance projects operated by 110 U. S. voluntary agencies from 
1949 to 1951. Of the sponsoring agencies, 108 had religious 
connections. While they varied in size from small individual 
farm, educational and welfare projects associated with mission 
churches to comprehensive agricultural and welfare programs, 
nearly all of them were being carried on for a period of time, 
ranging from one year to a semi-permanent basis." 

It is difficult to measure precisely the contribution of the 
church Point IV programs. But some evaluation can and 
should be made of this work since it represents the largest 
reservoir of practical experience available to the United States. 
The successes and failures of the churches hang out warning 
signs for others, including the Government, private business, 
and other voluntary agencies. From this wealth of experience 
much help has been and still can be obtained as this country 
develops an intelligent approach to the problems of the under- 
developed areas. 

The churches are, for instance, modifying their own ap- 
proach to meet the emerging cultural and political revolutions 
in many areas, for 1953 is a decidedly different world in which 
to work than that found by nineteenth-century missionaries. 

Need for this new approach was indicated in a recent address 
by K. A. Munshi, former Food Minister of India. In speaking 
to a meeting of the World Council of Churches at Isabella 
Thoburn College in Lucknow, he said: 

You realize that in Asia new ambitious nations have 
arisen; that their religions and cultures may be modernized 
by contact with Christianity but cannot be replaced by it. 
In India, particularly, there is an ancient culture which has 
stood the test of time; and its spiritual values and techniques 
have given it a universal power capable of securing the 
highest self-fulfillment. Christianity has, however, a tre- 
mendous scope as an educational and humanitarian move- 
ment, as a force which leads to love, which is Jesus Christ; 
but its role as a confession, proselytizing religion to save 
heathens is out of date and only evokes resistance.” 4 








’ Guide to Technical Assistance Service of U. S. Voluntary Agencies 
broad, 1949-51, Department of State, April 1952. 


+“World Council of Churches Meets in India”, Harold Ehrensperger, 
The Christian Century, January 28, 1953, p. 106-08. 
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This is the mood of Asia and undoubtedly of other so-called 
underdeveloped areas. While the churches are not foregoing 
their evangelism, they are emphasizing the social welfare ap- 
proach. They recognize this revolution in thinking and action 
as inevitable and desirable, and to some extent a product of 
their own efforts. In this new environment churches take the 
position that their technical assistance must be given “freely” 
and not used to bargain for converts. 

Scope and Approach of the Work. In approaching these new 
world conditions the social welfare work of the churches has 
undergone a period of transition. The churches of the United 
States have carried an increasing share of the missionary 
burde1. since World War I, when large-scale European opera- 
tions were curtailed. The period between the wars saw a grad- 
ual increase by U. S. missionaries in practical aid programs 
designed to lift the living standards of the people. 

The growth towards practical aid and technical assistance 
programs was slow and by 1952 only eighty-five of the 15,000 
American missionaries in the field were technically-trained 
agricultural missionaries. These trained people have been di- 
recting the vast number of other Americans working in rural 
areas, many of whom have farm backgrounds or have acquired 
a practical knowledge of agricultural methods by special train- 
ing or the force of circumstances.° 

Point IV as conceived by the churches is a ministry to all of 
man’s needs. This includes a concern for improved standards 
of literacy, spiritual welfare, social leadership development, as 
well as agricultural, medical, and industrial training for a 
better life. All of these the churches believe are essential for 
the improvement of the life of man in the underdeveloped 
areas; and all of them form a part of a comprehensive defini- 
tion of technical assistance. 

The work of the churches is best known in the areas of 
evangelism, liberal arts education, and medical help and 
training. The latter two areas would be a part of most liberal 
definitions of technical assistance. The bulk of more than 


» Government Programs of Technical Assistance and Missions Boards, 
Walter V. Van Kirk, National Council of Churches, New York, January 
1952. 
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2,000 programs counted as technical assistance by the churches, 
however, fall in the category of training and demonstration 
programs in the fields of agriculture, animal husbandry, soil 
conservation, maintenance of machinery, carpentry, printing, 
practical medical training and marketing cooperatives. 

Financial support for these technical assistance programs 
comes largely from American churches, although a number 
receive nominal aid from local governments. There also are 
four religious groups receiving Point IV funds for their work 
but most government support originates in the program coun- 
try or its mother country. 

Latin America. For a full understanding of church Point 1V 
projects, some examples can be cited in all parts of the world. 
The American Friends Service Committee (Quakers) project 
in the Santiago and Nayarit coastal plain area of Mexico is 
one financed and sponsored by the local government. Conceived 
by UNESCO, the program was undertaken in 1949 at the 
request of the Mexican government. 

Thirty-five Quaker men and women are working in La Tro- 
zada and Santiago in an area covering more than 200 Mexican 
villages in what is described as a “cradle to grave’”’ community 
improvement program. It includes rural education for all 
ages; economic life; domestic life; health; and recreation. 

The program includes “the following institutions of formal 
education: kindergartens; primary schools; elementary board- 
ing schools; schools for special instructions; regional country 
schools which provides the following training—primary rural 
instruction, rural education (female), social work (female), 
agriculture, regional cultivation, cattle raising, rural indus- 
try, agricultural mechanics, etc:; night centers for culture; 
literacy centers; and cultural missions. Extension service in 
education in the field of agriculture, fishing, and industry are 
given by specialists in the different fields.” & 

Quakers, who have a reputation for positive accomplishment 
in these fields, report that this is not just a paper program. 
They have already built some new schools, remodelled and 
painted old ones, and established correspondence courses. 
Participating in the financing of the project is the Federal 


6 Guide to Technical Assistance Service, op. cit., p. 9. 
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Government of Mexico, the State Government of Nayarit, and 
the municipalities and communities which are being benefited. 

Roman Catholic projects are most numerous in Latin 
America and a drive has just been started to step up this type 
of assistance to an area which is largely Catholic. In January 
1952, the National Catholic Rural Life Conference of the U. S., 
with Ford Foundation funds, outlined the future area pro- 
gram at a Latin American Congress on Rural Life Problems 
at Manizales, Colombia. Msgr. Luigi G. Ligutti, director of 
the National Rural Life Conference of the United States, said 
that the new technical assistance program in Latin America 
would be a “Catholic philosophical and social Point IV pro- 
gram” which will bring to the area U. S. “technical know-how 
and do-how”’. Another U. S. Catholic, Bishop Albert R. Zuro- 
weste, spoke of the spirit of the new program in an address 
cautioning private corporations against putting the profit 
motive ahead of the welfare of the people. He also pointed 
out that “government must not be impelled by solely nation- 
alistic interest but must view the problems from the wider 
horizons of international good.” This conference on Latin 
American rural life problems appears to be the beginning of 
new drive by U.S. Catholics to broaden their technical assist- 
ance south of the border. As is the case with Protestants, 
the Catholics are placing emphasis upon the training of agri- 
cultural missionaries. This larger number of specialists will 
undoubtedly be used increasingly to demonstrate and train 
local men and women in modern agricultural techniques. 


Catholics have a long history of hospital, educational and 
welfare projects in Latin America. Typical of the more recent 
assistance programs are four projects carried on by the Mary- 
knoll Fathers in Guatemala. These programs include train- 
ing local agricultural leaders; agricultural courses for Indian 
boys; rug-weaving home industry work for local women; and 
an electricity transmission project. There are many other 
similar Catholic projects in nearly all Latin American coun- 
tries. In general, they are supported by the contributions of 
U. S. Catholics, although a few hospital and educational pro- 
grams do receive nominal subsidies from the local govern- 
ments. In addition to the Catholic and Quaker work, technical 
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assistance programs also are being carried on in Latin Ameri- 
can by a half-dozen other Protestant denominations. 

Asia. Presbyterian Church (U.S.A.) sponsors a program 
called “India Village Service” which is designed to give “incen- 
tive to the villagers to do their own thinking, to make their 
own plans and to take their own action in the realization of 
a more abundant life in a small community.” * 

This is a program covering many small projects which 
attempts to develop Indian leadership in all areas of rural 
life so that projects may be continued when foreign leadership 
is withdrawn or moves on to a new area. There is an effort 
to provide training in the simple agricultural sciences that are 
meaningful at the village level. The unique feature of this 
missionary work is its self-perpetuating character. While this 
approach to technical assistance is becoming more general 


among missionaries, the Presbyterians are placing primary 
emphasis on the development of self-perpetuating educational 
: techniques. 

At present the village centers are located near Marehar, in 
Etah District, and Lucknow and Allahavad. All three centers 


are in the province of Uttar Pradesh. The managing commit- 
tee of the “India Village Service” is comprised of members of 
’ the Presbyterian, Methodist, Church of India, Burma and 
Ceylon and English Baptist denominations. 


The “India Village Service’ project is one of the newer and 
i modern technical assistance efforts. There are other continu- 
ing single farm projects devoting attention primarily to a par- 
| ticular community such as those operated by the Disciples of 
t Christ and American Baptists. 
i Church-State Relationships. Another Indian program is sig- 
b nificant because it is one of the few religious-connected Point 
1 IV efforts supported by U. S. Government funds. A grant of 
; $150,000 was made by the Technical Cooperation Administra- 
. tion to the American Friends Service Committee to “carry on 
. rural improvement work in demonstration areas, with em- 
f phasis on agricultural production, health and sanitation and 
- education.” 
] 7 Agricultural Missions, Inc., (National Council of Churches). Mimeo- 


graph Series No. 214, by W. H. Wisner. 
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Before receiving the Point IV grant, the Quakers had been 
at work on similar programs with their own resources since 
1947 and even prior to this had spent $100,000 in relief work. 
The Quakers envision the duration of these pilot programs to 
be ten years which they feel is necessary to develop local 
leadership. 


The current contract between TCA and the Quakers ends 
in June 1953 with negotiations underway to renew it for an- 
other three years. The relationship between the two groups is 
described as harmonious by Quaker officials, an important 
evaluation since other Protestant denominations have watched 
this church-state cooperation with mounting interest. 

Furthermore, the harmony of interests in this arrangement 
is significant because of the nearly absolute pacifist position of 
the Quakers. Their rejection of war and the military was 
apparently respected and their freedom from government pres- 
sures rather complete. The Quakers note that “in so far as 
we have felt any difficulty with the operations of Point IV by 
the government, those difficulties seem to have originated from 
outside TCA. Those difficulties (as yet at least) have not 
affected our present relationship with TCA. Thus, there have 
been changes in the legislation since our agreement was signed, 
with which we are not in agreement.” ® The reference to 
changes in legislation is to the Mutual Security Act require- 
ments that nations receiving U.S. aid agree to certain com- 
mon defense requirements. The Quakers hope that, despite 
this clause which they feel negates the spirit of Point IV, some 
arrangement can be worked out administratively or in further 
legislation to permit them to carry on their work as provided 
in their original contract with TCA. 


The Quakers have now worked successfully with Govern- 
ments on relief, rehabilitation and Point IV programs in many 
areas of the world. Along with the TCA Indian project, the 
Quakers have used local government funds in their work in 
Mexico, other areas of India, and the Near East. In addition 
they have administered refugee and child-feeding projects in 
many other areas. 


8 Letter from Irving Varnett, American Friends Service Committee. 
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Other smaller Point IV projects using TCA funds include: 
Young Women’s Christian Association of Beirut, Lebanon, 
$51,500, for the training of women in social work and voca- 
tional trades; World Literacy, Inc., $25,000, to provide literacy 
specialists for work in India, a project initiated to support 
the work of Dr. Frank Laubach; Unitarian Service Commit- 
tee, $35,000, for the organization of a medical teaching mis- 
sion in Israel. Including the religious groups, Point IV funds 
had been allocated to private groups in 70 contracts up to 
December 1952. This included contracts with American uni- 
versities, foundations, business and engineering firms. 

In all of the church-TCA contracts the funds are allocated 
specifically for non-religious programs, thus easing the con- 
science of Protestants. Despite this qualification the accept- 
ance of U. S. Government funds is an innovation and because 
it marks a departure from tradition the major denominations 
have been wary of applying to TCA for aid. None of the 
bigger bodies have signed contracts with TCA but some of 
them might have considered such action more seriously if TCA 
had promulgated specific rules governing such relationships. 
TCA officials reportedly backed away from what would amount 
to an invitation to the churches. But they are willing to con- 
sider individuals projects on their merits where the churches 
take the initiative. 

Further weakening of the rigid Protestant position was seen 
in a conference at Buck Hill Falls, Pa., in April 1951, held 
under the auspices of the National Council of the Churches of 
Christ. At this meeting, the interdenominational body repre- 
senting 26 denominations laid down some rules to guide Pro- 
testants in the matter of accepting Government funds for 
technical assistance projects. 

After asserting its concern for the traditional separation of 
church and state, the Conference said “we also believe that 
this tradition includes cooperation with governments for serv- 
ice to the basic physical needs of humanity. The crises of our 
times and the purposes as expressed in the original Point IV 
program call for new and enlarged programs of cooperation.” * 


*The American Churches and Overseas Development Programs, the 
National Council of Churches, April 1951, p. 15. 
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“In countries where the system of grants-in-aid to schools 
and hospitals has long been familiar and useful to millions in 
the constituency which missions serve’’, the Conference pointed 
out, “most Christian nationals and many missionaries may 
favor acceptance of public grants if they are made under con- 
ditions satisfactory to Christian enterprises.” 


The Conference’s main concern was with maintaining the 
independence of church programs, even though they were 
operated with Government funds. While disapproving of 
enterprises jointly administered by Christian agencies and 
Governments, the churchmen said “financial aid for limited, 
supplementary, and well-defined projects for social welfare 
may be accepted if the above principle is not violated.” 


Despite this qualified endorsement of government grants by 
the nation’s major Protestant interdenominational group, only 
the four smaller religious organizations were moved to apply 
for aid in the absence of an open invitation from TCA. There 
are indications, however, that the larger denominations are 
watching these pilot projects with interest; and that there is 
continuing discussion of the subject within the foreign mission 
boards of many churches. For the present though there seems 
to be little likelihood that many other Protestant denomina- 
tions will step forward and ask the government for funds for 
their technical assistance programs. 


The position of Catholic missionary organizations on accept- 
ing Government grants is ostensibly similar to that now taken 
by many Protestants. They also have indicated their willing- 
ness to accept Point IV funds under the proper circumstances. 

tev. John McGuire, director of the Mission Secretariat of the 
National Catholic Welfare Conference, said that one educa- 
tional institution in Peru had been recommended for aid but 
was turned down by TCA. He said there would be no great 
effort made to obtain such funds for other technical assistance 
projects because of the many disadvantages in using govern- 
ment funds. As was the case with the Protestants, Father 
McGuire cited possible controls on independence of action as a 
handicap which must be weighed against the easing of the 
financial burden. 
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While U. S. Catholics and Protestants continue to weigh 
the possibilities involved in accepting Government grants, 
churches and Governments in other areas of the world have 
resolved the issue in favor of using public funds for educa- 
tional, hospital and social welfare projects. 

Mission programs in many areas under the jurisdiction of 
the British and French frequently receive nominal grants, as 
do projects in some Latin American countries. Projects re- 
ceiving such aid generally are in areas where there is no com- 
peting government institution. In many cases there is little 
or no disposition on the part of the Government to take up the 
responsibility so that the grant-in-aid relationship is mutually 
satisfactory. The experience in these countries is of only lim- 
ited usefulness to U. S. churchmen pondering their relation- 
ship tothe Government. But it can be helpful when considered 
together with U. S. Church-Government projects and the tradi- 
tion of the nation. 

The church-state problem, which is largely a matter of con- 
science for Protestants, may resolve itself more quickly than 
such matters normally take because of the pressure of the 
times. In any event its importance may be over-emphasized 
for churchmen of all persuasions recognize the danger in too 
great dependence upon government grants which may be with- 
drawn at the whim of Congress or an unfriendly Administra- 
tion. They must depend largely on their own resources if 
their programs are to maintain the independence which a 
Christian witness requires. 

In the future, as in the past, the churches will have a two- 
fold role in development of an imaginative technical assistance 
program that will lift the living standards of people in the 
underdeveloped areas as well as challenge their imaginations. 
In the first place, they must continue to improve and broaden 
the programs they are now operating in Latin America, the 
Near East and Far East. Secondly, they have a responsibility 
to advise the Government on its program out of their long 
experience and many contacts in Point IV areas of the world. 


Lessons from Experience. The role of adviser is a continuing 
one for the Churches. Along with other private agencies they 
have consulted formally and informally with Point IV officials. 
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And both the late Dr. Henry G. Bennett and Stanley Andrews, 
the present head of TCA, have frequently visited missionaries 
on their inspection trips. 

This advisory role for private agencies was formalized early 
in the history of Point IV into TCA’s Board of Consultants 
of the Food, Agriculture and Resources Development Staff. 
Through this group and in informal advisory meetings the 
churches have given their advice and made their views known 
on the operation of the government’s Point IV program. They 
also have established a liaison between their people and TCA 
representatives in foreign countries. Further, in a number of 
cases, they have recommended personnel to TCA when they 
thought people with highly-specialized training might better 
serve in the government’s program than in their own. 

The recommendations of the Board of Consultants to TCA 
have faithfully represented the pronouncements of the 
churches in their own periodicals. While its main concern 
was with problems relating to food, agriculture and natural 
resources, the Board did on occasions recall the initial spirit 
of the program and emphasize guiding principles. In a pref- 
ace to a series of recommendations in February 1953 they 
reiterated their complete approval of the point of view ex- 
pressed by the late Dr. Bennett shortly before he left on the 
trip on which he met his death, namely: 

“The program we have described to Congress and the 
public is a simple, down-to-earth, self-help program de- 
signed primarily to assist other peoples in increasing their 
food production, bettering health conditions, and improving 
their educational system. It is my view that the cost of 
this program, which will be effective only if it is pitched on 
a long-term basis, should be enough to finance a broad, 
dynamic technical cooperation effort, but not to include large- 
scale grants-in-aid. This has been my consistent position 
and conviction and I must be faithful to it. 

“It is my desire that we press forward as rapidly as pos- 
sible with all of our programs, but without spending money 
recklessly. It would be far better for everyone concerned 
if we turned back unneeded money to the taxpayers rather 
than waste it on unsound projects. 

In this spirit the Board outlined some guiding principles for 
the Point IV program and defined its scope. Among other 
things, the Board recomemnded that: 
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1. The program maintain its “independence and integ- 
rity” by keeping technical assistance apart from defense or 
political objectives which might tend to destroy its use- 
fulness 

2. Planning be on a long-term basis since both wise spend- 
ing and the desired objectives cannot be obtained on a year- 
to-year basis. 

3. Establishment of an Administration of Technical Co- 
operation that gives both responsibility and authority to the 
Administrator for all phases of the program. 

4. Emphasis on agriculture and more food, with programs 
beginning small and receiving increased aid wherever and 
whenever sound growth calls for it. 

5. Maximum flexibility in civil service requirements so 
that competent personnel may be obtained with emphasis 
on securing experienced extension men and women and 
capable representatives from minority racial groups such as 
the negro. 

6. More use be made of U. S. land-grant institutions and 
private agencies. 

7. Big appropriations for capital projects and strictly 
relief work be eliminated from technical assistance budget- 
ing and planning and carried on as separate projects where 
justified. 


8. Larger amounts of appropriations be used to help the 
people help themselves rather than on administrative and 
bureaucratic personnel and procedures. 


9. Better relationships be established between Ambassa- 
dors and TCA personnel because “the cost of failure to pro- 
vide such briefing already has been too heavy.” 


10. Under no circumstances should U. S. agencies com- 
pete unfairly with or undercut international agencies already 
at work in the countries concerned. 

The Future. The guiding principles of the Churches and 
other private agencies are especially timely as a new Admin- 
istration reviews its responsibilities and contemplates the 
weapons at its disposal in the struggle with communism. The 
advice of the Churches on this occasion would be that there 
can be no quick and easy victory over hunger and poverty, that 
the general approach to these two enemies will have to be slow 
and should be continuous and: comprehensive. Furthermore, 
they would point out that Americans must free themselves 
from a national obsession that demands immediate rewards 
as well as gratitude from those we are trying to help. 
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In this spirit, the Churches are already gravely concerned 
at indications of carelessly conceived plans slowly to smother 
the Government’s Point IV program. Already there are pro- 
posals to cut down the already small appropriations of genuine 
technical assistance projects and to restrict the independence 
of TCA. 

Secretary of State Dulles has tentatively put forth the Ad- 
ministration’s plans to quietly withdraw Government funds 
from technical assistance projects which he believes can be 
operated more effectively by private agencies. As an example 
of the type of program he envisages Mr. Dulles cited the work 
of the Rockefeller Foundation in Mexico. In addition, he 
revealed a desire to shift what is left of TCA into MSA as a 
part of an overall State Department reorganization. 

Churchmen generally would view Mr. Dulles’ plans for the 
future with misgivings. They would agree, of course, that 
private non-profit foundations could increase their technical 
assistance efforts with beneficial results. But they also feel 
that even the full resources of these non-government groups 
cannot meet the need for genuine technical assistance. Appro- 
priations which are small in the Government’s big program of 
spending are still substantially beyond anything private 
groups could hope to raise for technical assistance. Church- 
men want this program of small government aid programs 
continued. 

In contemplating such a possibility as Mr. Dulles now sug- 
gests, a Protestant official said in 1949 that ‘unless our Gov- 
ernment and the American people are willing to undertake 
such long-term programs and provide continuing funds, it 
would be better to drop the whole matter before it is begun. 
To raise high hopes for a year or two, then to stop appro- 
priations, will cause more ill-will than if the Point IV program 
had not been started. From the very first, such a program 
should be recognized as a definite part of a bi-partisan foreign 
policy.” 1° i 

Catholic leaders speaking early in 1953 said “we have an 
obligations in justice and charity not only to continue our 


10 The Church and the Point IV Program, by John H. Reisner, Agri- 
cultural Missions, Inc., New York, October 1949. 
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assistance, but to examine from time to time its objectives 
and results. The essential problem is one of increasing our 
aid, but maintaining a balance between two undesirable ex- 
tremes: going too slow with regard to the extensive need and 
going to fast with regard to the ability of underdeveloped 
areas to absorb changes.’ ™ 

The churchmen are not speaking of large grants for tech- 
nical assistance tied to a military program. Some think this 
type of aid may be necessary but the Government program of 
which they are speaking is the small-scale development in 
agricultural areas completely free from involvement with mili- 
tary expenditures. 

teligious leaders of all faiths would generally agree with 
the following statement by the Catholic Association for Inter- 
national Peace as to the spirit of the Government’s Point IV 
program: 

“While it is desirable to aim at defeating communism, 
at opening new sources of raw materia!s for American fac- 
tories, and at creating conditions favorable to private Amer- 
ican investments abroad, these should not be the primary 
reasons for our assistance. If these factors were non-exist- 
ent, we would still be obliged for the common good of man- 
kind to aid our brothers everywhere as our means allow, 
and to share with them the material and spiritual wealth 
and strength which God the Father has bestowed upon us.” !¥ 
Out of their experience, Protestant and Catholic leaders 

are reminding the Government that we have made a pledge to 
fight hunger and poverty; and that the United States cannot 
retreat from this commitment or tie it completely to military 
aims without seriously damaging our prestige in the under- 
developed areas of the world. 

So far as material aid programs are concerned, both Gov- 
ernment and private technical assistance programs must con- 
tinue for many years. They must continue not only for pro- 
gramming and technological reasons but because they repre- 
sent Western Democracy to the East. The United States and 
the other democracies often find it difficult effectively to pub- 


11 Statement of Subcommittee on Economic Life, Catholic Association 
for International Peace, March 16, 1953. 
12 Tbid. 





96 INTER-AMERICAN ECONOMIC AFFAIRS 


licize their motives and accomplishments in competition with 
the promises of the communists. Point IV, religious leaders 
have found, is a twentieth-century missionary vehicle for both 
democracy and Christianity. 

Programs to win the minds of men in the underdeveloped 
areas depend upon the spirit of the West and are necessarily 
less concrete. They are less imposing in outline and difficult 
to budget. More often than not they depend upon challenging 
the imagination and hope of people. Churchmen believe that 
Point IV, as originally conceived, did this and for many people 
has symbolized democracy. 

Arnold Toynbee has said, in speaking of the underdeveloped 
areas, that they hunger for western technology but not neces- 
sarily for the democracy or Christianity associated with it. 
“The truth is that in offering a secularized version of our 
Western civilization,’ Mr. Toynbee says, “we have been offer- 
ing them a stone instead of bread, while the Russians, in 
offering them communism as well as technology, have been 
offering them bread of a sort—gritty black bread ... but 
still an edible substance that contains in it some of nutriment 
for spiritual life without which Man cannot live.’’® 

Religious leaders look upon Point IV as both a material 
program and an ideal which can help to lift the level of living 
as well as meet the spiritual needs of which Toynbee speaks. 
In the Point IV idea they believe they have a vehicle that can 
make democracy a vital and triumphant competitor of com- 
munism. For this work Protestants and Catholics are plan- 
ning to recruit thousands of their own men and women for 
work in rural areas. They want a similar program continued 
by the Government. For trained and sensitive men and women 
can give a powerful demonstration of democracy as they work 
with people in the solution of their problems. 


13 Arnold Toynbee, The World and the West, Oxford University Press. 








